Editorial 


REFLECTIONS ON GOODWILL 


Writers of fiction seldom allow accountants to invade 
their pages, but it has been observed that if a plot ever 
gets so tangled that an accountant simply must be called 
in, he is usually presented as a cold individual, prim, precise 
and devoid of humanity. Solicitors, barristers, doctors, 
architects—these stalk through the pages of fiction in the 
role of hero—but not accountants. Preoccupation with 
figures is not, it seems, a characteristic that the world at 
large finds endearing. 


No doubt in the past accountants have taken too 
narrow a view of their function; but we now realise that 
accounting embraces much more than merely recording in 
financial terms the doings of other people. The profession 
has grown in strength and stature as its services to the com- 
munity have increased. However, we would be mistaken 
if we did not recognise the problems and challenges that 
remain to be faced in the future. 


These thoughts have been prompted by the desire to 
write something in keeping with the season of goodwill; 
and by the reflection that, to the layman, goodwill means 
friendship, cordiality and understanding, whereas to the 
accountant it more often suggests an item in a balance sheet, 
hard to define, harder still to value, and occasionally the 
subject of a tax dispute. 


At this time of the year the layman’s view of goodwill 
should undoubtedly prevail, and your editors and publishers 
take this opportunity of wishing you a merry Christmas and 
a happy and prosperous New Year. 


tralian Accountant, December, 1955 





The Australian Society of Accountants Annual 
Lecture in the University of Melbourne, delivered 


on 13 October, 1954. 


Accounting and Law 


S. R. BROWN 


PART A 
THE LEGAL BASIS OF ACCOUNTING 
N accounting, three legal conditions 
may require satisfaction before a 
transaction can be considered as pro- 
perly recorded :— 
(1) The transaction must have been 
an authorised one. 
(2) The transaction must be valid 
and, in most cases, enforceable. 
(3) The transaction may require 
treatment and/or classification 
in a particular manner in some 
or all accounting records by vir- 
tue of some rule of law. 


Condition 1 


Implicit in this condition are two re- 
quirements :— 

(a) It is necessary to ascertain the 

nature of the transaction; and 

(b) some person having the re- 

quisite authority must have 
authorised it on behalf of the 
business unit. 

In other words, before we can say 
whether or not a particular transac- 
tion has been authorised it is essen- 
tial to know what kind of transaction 
it is under review. 

In respect of paragraph (a) not a 
great deal need be said here. Ac- 
countants generally do seem to have 
regard for their duty of ensuring that, 
prior to recording, evidence exists that 
the transaction has occurred authori- 
tatively. Systems of requisitions, 
orders, payment vouchers, journal 





S. R. Brown, LL.B., F.A.S.A., is a partner 
of S. R. Brown & Co., Sydney. He is 
author or co-author of numerous well- 
known accounting texts. 
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vouchers, and so on, are installed in 
the appropriate case so that this re 
quirement can be met. Where possible, 
it is desirable that authority be given 
for the transaction prior to its occur 
rence. 


It does not follow from paragraph 
(b) that all unauthorised transactions 
are omitted from the record. Whilst 
in some business units (e.g., those car- 
ried on by corporations) management 
realises that it can only operate by de 
legating functions and that it is there 
fore important to delineate powers and 
responsibilities, such delegation often 
breaks down through abuse, negli: 
gence, incompetence or fraud. Un 
authorised transactions resulting in 
this way are often (though not al 
Ways) assumed by management for 
the reason that they would have t 
occur anyway, or they are binding a 
a matter of law, or their avoidance 
would cost more in money or goodwil 
than their acceptance. Nevertheless, 
transactions often do occur without 
authority in circumstances which d 
mand a denial of recognition by the 
business concerned. 


Condition 2 


It should be clear enough that nearly 
all of the transactions which requir 
recording in the books of a busines 
unit had, or should have had, thelr 
origin in legally binding contracts. 

For the ordinary run of transactions 
the firm will crystallise its conditions 
of sale, service, purchase tender, ett. 
and impress these upon _ invoices 
dockets, hire purchase agreements, 
order forms, etc., and the legal bass 
of buying and selling is thus 
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lished in a way which facilitates the 
een flow of business. This is done 
mder legal advice or by following 
tried precedents or by “common sense”, 
and is not an activity in which the ac- 
countant usually plays any significant 
He is, of course, concerned with 
the question of whether such arrange- 
ments are legally effective, and he may 
often be asked to take part in the dis- 
cussion, drafting or final stage of such 
arrangements; but, except as to ques- 
tions pertaining to accounts or taxa- 
tion, the determination of such for- 
mulae is not an accounting function. 

There are, however, certain classes 
of more complex legal instruments of 
great importance to accountants. Be- 
cause they are tailored for the occasion 
they are generally prepared by law- 
yers. Illustrations are :— 

(a) Service agreements with man- 
agers and directors allowing, 
inter alia, commissions by way 
of percentages on profits; 

(b) partnership agreements; 

(c) incentive schemes; 

(d) contracts on _ cost-plus, 
price, etc., bases; 

(e) memoranda and articles of as- 
sociation ; 

(f) wills and trust deeds; 

(g) agreements for sale of busi- 
nesses ; 

(h) merger agreements; 

(i) shipping contracts. 

Whilst most accountants appreciate 
that these instruments should be pre- 
pared by lawyers, the fact remains 
that, as a matter of practice, it is gen- 
erally left to the accountant to inter- 
pret them for purposes of incorpora- 
tion in the accounts. 


In these cases it is not as much a 
question of — 
“Here is the transaction, is there 
a legally binding agreement to 
support it?” 
as 
“Here is a valid agreement, what 
Is the transaction it evidences?” 


fixed 
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It is submitted that accountants owe 
the duty of interpreting (with or with- 
out the assistance of lawyers) any 
legal instrument which requires incor- 
poration in, or affects the presentation 
of, the accounts. In some cases, law- 
yers are retained on the staff in order 
to cope with situations involving prob- 
lems of law, but such appointments are 
comparatively rare, and in any event 
it is questionable whether lawyers 
should construe agreements dealing 
with matters of accounting without the 
assistance of accountants. 


Under Condition 2 there must also 
be considered voidable contracts. Here 
is a typical illustration: 


X is managing director of A Com- 
pany and also managing director of 
B Company. On behalf of A Com- 
pany, X executes a particular contract 
with Z and soon after appoints B Com- 
pany as sub-contractor for part of 
that contract. No disclosure of inter- 
est is made in Board minutes, no clause 
in the Articles removes the sub-con- 
tract from the voidable class, and none 
of the shareholders of either company 
ever learn about it, much less confirm 
it in general meeting. 


A contract made in this way is void- 
able at the option of either company, 
but until avoided it is good. A slight 
variation of the circumstances may 
render the contract a complete nullity. 
For example, the contract may require 
the sanction of a disinterested quorum 
of the Board. The securing of such 
a quorum may be impossible without 
X, but X may nevertheless attend and 
cast a vote, which by the Articles does 
not count in such a case. 


It is true that, in practice, many 
such tainted or bad contracts are never 
questioned, and they are performed 
completely without either party or any 
other interested person ever being 
aware of their voidability. But that 
does not alter the fact that numerous 
cases do cause trouble. In some situa- 
tions the firm may live off, or be ex- 
pected to live off, one such contract for 
many months, and during the whole of 
that time the cost-revenue structure 
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is being erected upon a foundation of 
a most doubtful character, if there is 
a foundation at all. 
Condition 3 

This condition does not require much 
consideration here. It is well known 
that many rules of equity, common law 
and_ statute. dictate that certain 


transactions must receive for some, if 
not all, accounting purposes, particular 
treatment in the accounts. One has 
only to mention the fields of income 
tax law, company law and trustee law, 
to appreciate reference to Condition 3. 


PART B 
LEGAL EDUCATION OF ACCOUNTANTS 

Although Part A indicates the im- 
portance of the field of legal rules in 
the practice of accounting, it is my 
opinion that this is not generally ap- 
preciated by members of the profes- 
sion. 

As a matter of daily practice accoun- 
tants occupy the dual position of judge 
and jury, determining the facts re- 
levant to a given situation, what rules 
of law are applicable to such a set 
of facts, and how the transaction 
should be recorded in the books in the 
light of the application of the rules of 
law to the facts. 

One would have thought that this 
sort of activity (although not continu- 
ous and although varying in degree 
with different practitioners), being as 
extensive as it is, would have forced 
accountants into the line of thought 
that their legal education required 
strengthening. It is, therefore, strange 
that the reverse seems to be happen- 
ing. It has been stated in numerous 
quarters that the accounting curricu- 
lum is overloaded with law and that 
accountants must avoid becoming 
“legalistic.” Whilst I am entirely in 
agreement with the view that to turn 
accountants into bush lawyers is posi- 
tively bad, I yet feel strongly that the 
legal education of accountants is re- 
markably defective. 


The following 
made :— 


observations are 
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1. In the years since the. war con 
certed efforts have been made by 
some persons to deny to accountants 
any diagnostic function whatsover, }t 
has been said that all accountants haye 
to do is record what they are tod 
This sort of ill-conceived and uninfor. 
mative attack has had some effect, if 
for no other reason than that it has 
not received any strenuous denial in 
professional literature. 


2. The business world of today is 
far more complex than that of twenty. 
five years ago, yet the legal aspects 
of the accounting curriculum have not 
changed greatly. ' 


3. The present legal side of the ac. 
counting curriculum in the pre-qualif- 
cation stage of all institutes, universi- 
ties and technical colleges is defective 
in two respects, as to content, and as 
to method. 


4. As to content, it can be said at 
once that too much emphasis is placed 
upon certain legal material to the de 
triment of more important issues. For 
example, in contract law there is far 
too little teaching of the rules relating 
to formation of a contract and far to 
much dealing with such matters in rr 
lation to performance as to whether 
there has been a breach of particular 
implied conditions in the Sale of Goods 
Act. The submission is here made 
that if a businessman is involved ina 
breach of contract he will generally 
be the one who knows it, and, except 
in cases where a damages claim neces 
sitates accounting opinion as to costs 
and profits, or provisions for 
loss, the accountant is never likely t 
be required to be concerned with 
issues. 


Again, too much attention is focused 
on purely procedural rules which 
only be carried out by. qualified lav- 
yers, and too little on legal rules df 
principle. 


Yet again, there appears (with ct 
tain exceptions) to be no req 
that an accountancy student shoull 
understand the difference between 
and criminal law and the fact thi 
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there are different jurisdictions. One 
diect of this is to produce a tendency 
for disrespect or at least lack of proper 
respect for the law. 


Set out below is a list of the sub- 
ict matters dealt with in Current 
Digest of the Law Affecting Account- 
mey produced by the Incorporated 
Accountants’ Research Committee in 
England. This particular list is taken 
fom the second issue covering the 
period 1 September, 1953, to 31 Decem- 
ber, 1953. A comparison of this list 
with the subject matters contained in 
the accounting curriculum is very inter- 


esting. 
Accountants and Auditors 


Arbitration 

Banking and Exchange 
Business Finance 
Charities 

Clubs 


Company Law 
Compulsory Purchase 
Contract 
Criminal Law (falsification of accounts) 
Debts and Claims 
Employer and Employee 
inments Duty 


Estate en § 
Excess Profits Levy 
Executors and Administrators 
Family Provision 
Highways 
Husband and Wife 
Income Tax 
ce 
Intestate Succession 
landlord and Tenant 


libel and Slander 
limitation of Actions 
Loans 


od —emioation 
n Gene 
Tithes . 


Trade Marks 
- and Trustees 


Of course, not all of these are ap- 
le to Australia and in some of 


he subjects mentioned only those as- 


ts of interest to accountants are 
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5. As to method, the main defect is 
the failure to train on the principle of 
distinguishing. Too often in the 
material required to be studied there 
is one case illustration showing the 
working of a rule, but no instance of 
reverse decisions on the same rule 
with a set of facts sufficiently similar 
to justify litigation. The tendency 
which this defect produces is a feeling 
of certainty about rules of law. Whilst 
it is true that probably the majority of 
legal rules are certain, it is. neverthe- 
less a fact that there are a great many 
of the rules with which accountants 
must deal which are not certain. 
Apart from the question of certainty 
there is the equally important point 
that training in distinguishing ap- 
parently similar sets of facts is for 
the accountancy’ student training of 
the best kind. It makes for precision 
and develops the critical faculty. 
Another defect is the fact that no 
specimen commercial documents, agree- 
ments, etc., are used for illustrative 
purposes in the study of the legal work 
prescribed. 


The general conclusion from the 
above observations is that accountancy 
institutes and the like must give close 
attention to the functional aspect of 
the relation between law and account- 
ing. In other words the working out 
of the legal subjects for accountancy 
purposes must be done on the basis of 
an examination of the needs of account- 
ing. 

A suggested syllabus which, it is 
felt, would be more in line with pre- 
sent-day accounting requirements is 
set out below :— 


General Law (One Paper) 

(a) The Sources of Law. 

(b) Administration of the Law. 
(c) Personal Relations. 

(d) Property—Real and Personal. 
(e) Contracts. 

(f) Torts. 

(g) Criminal Law. 


These are the chapter headings of 
Outline of Law in Australia, by J. 
Baalman and that is the book recom- 
mended. However, the material on 
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constitutional law in this text is not 
quite sufficient. This paper must not 
be taken until at least six months 
after passing Intermediate Account- 
ing and Auditing. 


Contract Law (One Paper) 

Here, far greater emphasis should 
be placed upon formation of contract, 
enforceability requirements, and doc- 
trine of part performance. It should 
be laid down that selected specimen 
commercial agreements, eg., agree- 
ments for sale of a business, price 
maintenance agreements, royalty 
agreements, service agreements, should 
be studied. The structure of typical 
commercial agreements should be em- 
phasised and explained. Perhaps the 
Society could produce or sponsor the 
production of a booklet (say 100 to 
150 pages) dealing with these matters. 
In this connection there should be 
noted the usefulness of Glyn Picton’s 
Commercial Agreements, a monograph 
on the form and content of some agree- 
ments with firms, sponsored by the 
Board of Research, Faculty of Com- 
merce and Social Science, University 
of Birmingham. There should be in- 
corporated in this volume selected 
cases emphasising the point, facts and 
decision of each, with short extracts 
from the judgment where necessary. 
The volume could be styled Cases and 
Documents in Contract Law. 


Commercial Law (One Paper) 

Sale of Goods, Principal and Agent, 
Negotiable Instruments, Partnership, 
Insurance, Bailments, Mortgages and 
Charges, Guarantee, Shipping Con- 
tracts, Landlord and Tenant, Arbitra- 
tion. 

In the study of these subjects the 
student should be required to peruse 
and understand typical commercial 
documents. Greater attention must be 
given to form and a small text along 
the lines of Elements of Drafting 
should be prescribed. 


Company Law (One Paper) 
This should be a most comprehensive 
study. It can quite conveniently be 
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made part of Company Law and Ae. 
counts as at present set up by the 
Society, provided there is one complete 
paper on the legal side. 


Income Tax Law (One Paper) 

This needs little comment, but sty- 
dents should be required to study the 
statute with whatever other explana. 
tory text material they use. 


Trustee and Executorship Law 

The most convenient way of e& 
amining on this subject is to include 
it with executorship accounting, and 
have one-paper in advanced accounting 
confined to Trustee and Executorship 
Law and Accounting. 

It is submitted that the above cur- 
riculum does not enlarge the scope of 
the law study required of accountancy 
students. With bankruptcy law re 
duced to a matter of a few pages of 
salient rules to be digested during the 
study of the accounts, there are really 
no greater demands made in the above 
syllabus than those at present laid 
down by institutes. 


Methods of Study 


There is no questioning the fact that 
the education of students in accoun- 
tancy can never be put upon a satis 
factory basis until the accountancy in- 
stitutes conduct their own school of 
accounting. Until that is achieved it 
is doubtful whether the education can 
be said to be at the true professional 
level. 

The education of law students shows 
up in marked contrast to that of at- 
countancy students. The great, major- 
ity of all lawyers in Australia are 
trained in the university of the capital 
city of the State and from there, after 
graduation, they radiate in all diree- 
tions. Practising barristers and solid- 
tors lecture them and set their papers. 
The advantages of this method over 
those used in accountancy are obvious 
and need not be canvassed here. 

Suffice it to say that until a schodl 
of accounting is created by the Society, 
everything possible must be done by 
the Society to ensure that the ma 
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MCOUNTING AND LAW— Continued 

deemed necessary for study is sup- 
plied. 

Post-Graduate Work 


I consider that any accountancy in- 
ditute has an obligation to provide 
pst-graduate refresher lectures and/ 
or literature for members. 

Once every two or three years special 
curses could be conducted on income 
tax law, company law, commercial law 
md trustee and executorship law, with 
gecial emphasis on the practice side, 
md in conjunction with these digests 
of the kind produced by the Incorpor- 
tied Accountants’ Research Committee 
should be published. The particular 
digest form of this latter work is of 
wry great value. 


law in Action and Accounting in 
Action 


One of the most significant distinc- 
tons between the training of a law- 
yr and that of an accountant, in both 
the pre- and post-graduation stages 
ls in the action study which each 
mkes or has the opportunity of mak- 
ig in respect of his particular sub- 
jet. The constant study of law in ac- 
ion, which is part of the lawyer's busi- 
ws, results in greater flexibility of 
thought, and adaptability. The variety 
mi wide coverage of his experiences 
lbw him to adapt principles and use 
as derived from one matter in other 
tatters. Through its practitioners 
Wrking in this way the law develops. 


Accountants, on the whole, do not 
itive similar benefits from their 
tudy of accounting in action. This 
Smainly because the great majority 
accountants are in administrative 
Mctice as opposed to public practice, 
ifor a fair proportion of these ex- 
tence is limited to the accounting 
wiated with one type of busi- 
Ms. This, it is suggested, places 
Wn an accountancy institute the ob- 
Mion of ensuring that members are 
mered special services, such as case 
uly productions. 
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PART C 
SOCIOLOGICAL BACKGROUND 


Law and accounting are both social 
phenomena—they are both instruments 
of social co-ordination, although in dif- 
fering ways and differing degrees. 


Similarity in the purpose and effect 
of law and accounting as_ social 
forces can, however, be pushed too far; 
that is, at the present stage of develop- 
ment of accounting. Whereas law long 
ago reached the stage of exercising 
the social function of setting up norms 
of behaviour and conduct and impos- 
ing these upon individuals, account- 
ing has by no means reached such a 
stage. In so far as “accounting” rules 
dictate particular asset, liability, etc., 
situations they are legal rules and 
form that part of law incorporated by 
accountants in their accounting work. 


Many accounting customs and 
policies which are not legal rules in 
this sense are yet not of a sufficiently 
authoritative character to compel 
obedience. For example, in certain 
quarters a recommendation was made 
that dividends paid out of pre-acquisi- 
tion profits of a subsidiary company 
should not be treated as available for 
dividend by the holding company to its 
members. This recommendation has 
been repeatedly ignored by account- 
ants. 


This result means that there must be 
something wrong with the authority, 
the rules or the members. 


One contributing cause of the seem- 
ing lack of authority which charac- 
terises many non-legal accounting 
“principles” is the fact that their forma- 
tion was not carried out with the socio- 
logical implication involved. Whereas 
lawyers take account of the non-legal 
values which condition law (e.g., ethics, 
economics, religion, politics, etc.), ac- 
countants generally do not (cf. the 
varying attitudes of accountants to 
the Crane Christmas Case). Too great 
a dogmatism exists among accountants, 
and this is engendered by a conviction 
that the contribution which they can 
make to the development of accounting 
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is the furnishing of their own particular 
experience completely divorced from 
any consideration of its place or value 
in the social order. Bound up with this 
is the fact that too many decisions are 
arrived at too quickly by busy men. 
For instance, referring to the last- 
mentioned example, it should be clear 
upon reflection that there is something 
very odd about accountants bringing 
down a recommendation which, in 
some circumstances, cannot be justified 
on any ground. 


PART D 
ACCOUNTING FOR LAWYERS 


The impression should not be gained 
from what has been said that I am ob- 
livious to the shortcomings of lawyers 
(with exceptions) in relation to ac- 
counting. On the contrary, I feel that 
lawyers on the whole are inclined to 
dismiss accounting as merely an exer- 
cise in common sense. They fail, on 
the average, to appreciate the com- 
plexity of the body of technical rules 
that has developed. 

Earlier opinions I have expressed 
in respect of law and accounting have 
simply had the purpose of spotlighting 
the importance to accountants of law 
and the practices of lawyers. 

In America, many influential authori- 
ties have now accepted the fact that 
accounting (as opposed to mere book- 
keeping) should be included in the 
law curriculum to a degree which would 
enable a graduate in law to appreciate 
the extent to which a knowledge of ac- 
counting techniques is needed in the 
handling of legal problems. 


As Professor 8. S. Surrey* pointed 
out: 

The publication in a law review of this 
posium on Law and Accounting f 
impressive testimony to the close relation. 
ship existing between these two professions, 
The need for such a relationship has been 
present from the start but the legal profes. 
sion was slow to realise it, ant the law 
schools have been even slower than the rest 
of the profession. But all this is ing, 
and the owing realization of an _ interde. 
pendence led both professions to closer 
working arrangements . . . The firm decision 
of the law schools of this country to add 
“Accounting” as a fully fledged member of 
their curricula is likely to be the most ie 
nificant of the events currently affecting 
two professions. 

The only point I wish to add in re 
spect of this is to say how envious | 
feel that Americans have two such out- 
standing books available as Cases and 
Materials on Law and Accounting, by 
Donald Schapirs (Instructor in Lay, 
Yale University) and R. Wienshienk, 
LL.B., C.P.A. (Ill.), (Visiting lecturer 
in Law, Yale University and Member 
of the New York Bar); and Materials 
on Accounting, by Robert Amory, Jr. 
Professor of Law in Harvard Univers 
ity. I think that these volumes should 
be studied by our law and commerce 
faculties with a view to the prepara 
tion of similar courses here. 

The indications are that commerce 
and business will keep developing in 
this country both in volume and com- 
plexity, and a special duty is owed by 
the law, commerce and accounting it- 
stitutions to re-cast their training tech- 
niques to ensure the furnishing to the 
commercial world of men well equipped 
to cope, or to begin to cope, with the 
problems of business. 


*Professor of Law, Harvard University, in 
Iowa Law Review, Winter, 1950. 
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Trends in 
Published Accounts 


CCOUNTING is by no means a 
A static subject. Because it tries 
to serve the needs of business enter- 
prise and meet the increasing demands 
made upon it by an expanding business 
economy it is essentially dynamic. 


Therefore it is not surprising to find 
from year to year a trend towards im- 
provement in the published accounts of 
public companies. Perfection is a 
lng way off and may even be a 
mythical concept, but the trend is en- 
curaging. This trend is difficult to 
measure objectively. In Australia 
there is no organisation, no bureau, no 
research committee which accepts the 
responsibility of examining regularly 
or with any degree of continuity a wide 
range of published accounts for the 
purpose of drawing off some consi- 
dered conclusions. Anything of this 
nature that is done is rather of an in- 
og effort and somewhat spas- 

c. 


Perhaps the nearest approach is the 
Annual Award conducted by the Aus- 
tralian Institute of Management, Syd- 
ny Division, which, during the four 
to five years during which the award 
has been made, appears to be attract- 
inga greater number of entries and a 
wider range of interest with each pass- 
ing year. 

In America a committee of the 
American Institute of Accountants 
has been conducting a wide survey of 
published accounts each year and pub- 
ishing its findings under the title of 
Accounting Trends and Techniques. 





V. L. Gole, F.A.S.A., is a Melbourne 
company secretary. He is President of 
the Victorian Division of the Society. 
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This survey not only deals with the 
main financial statements, but with 
the supporting data, the nature of re- 
porting, and the important matter of 
terminology. 


The published accounts of public 
companies provide probably the only 
medium of expression by which the 
accounting function may communicate 
itself to the community at large, and 
particularly to that part of the com- 
munity, growing ever larger, which 
constitutes the investing public. 


Influences 


There are at least four significant 
influences which have been at work 
over the years to promote this trend 
towards improvement in published ac- 
counts. These may be stated briefly 
as the stock exchanges, the financial 
press, the law, and the social con- 
science. 


The stock exchanges are not dog- 
matic or dictatorial in regard to the 
manner in which companies listed on 
the exchange shall present their ac- 
counts. By their listing requirements 
and through their rules and regula- 
tions, and because all of the listed com- 
panies are reviewed during the year in 
the official journal of the stock ex- 
change, they do exert a subtle influence 
on the presentation of company ac- 
counts. If the’ accounts submitted to 
the exchange are badly drawn up, ob- 
scure, and vague concerning the move- 
ments in important items from one 
year to the next, it is certain that the 
reviewer will seek further enlighten- 
ment from the company’s executives. 
Such a course surely awakens the ex- 
ecutives to the fact that the standard 
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of presentation is deficient and that 
something should be done about it. 


The financial press as such has no 
power to dictate the manner in which 
company accounts shall be submitted, 
but it has the power to draw attention 
through its columns to a badly drawn, 
misleading set of accounts, while at 
the same time to give praise to a com- 
pany which has gone to the trouble of 
raising its standard of presentation 
well above the average. So it may be 
said that the financial press also exerts 
a subtle influence in this matter. Most 
of the listed companies have their ac- 
counts reviewed in the financial 
columns as soon as their accounts are 
published. 

The influence of the law is by no 
means subtle. - It is direct and dog- 
matic. Under the persuasive influence 
of the Victorian Companies Act 1938, 
regarded by many at the time of its 
enactment and in subsequent years as 
the best act of its kind in respect of 
its accounts and audit provisions, the 
standard of account presentation in 
many Victorian companies is now very 
good. This Act has stood the crucial 
test of seventeen years of practical 
operation in a rapidly changing econo- 
mic scene, and has acquitted itself ad- 
mirably. It is safe to say that not 
only has its influence been felt among 
Victorian companies, but has ex- 
tended to those in other states as well. 


But there is one thing that should 
be clearly understood. The law can 
never do more than establish mini- 
mum standards. It is incumbent upon 
the accounting profession, through its 
members in public practice and in the 
dynamic environment of industry and 
commerce, to go the second mile, and 
to raise the standard of accounting ex- 
pression to the highest possible practi- 
cal level. This is its fair and reason- 
able service. 

The law prescribes that certain 
items must be stated separately in the 
accounts. It gives a strong lead con- 
cerning the manner in which classes 
of assets and liabilities are to be 
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featured in the balance sheet. The 
capital structure of the company ig tp 
be clearly presented. The provisions 
extend to the profit and loss 

and here again certain items must have 
separate and specific mention, with a 
separation of the non-operating or up. 
usual items from those which reflect 
the usual trading operations. Alto 
gether these provisions have imposed 
upon companies a standard of presen. 
tation which would not otherwise have 
been reached by voluntary means, at 
least within the same period of time 
and over the same extensive range of 
companies. 

The fourth influence, that of social 
conscience, may well be the most sig- 
nificant influence of all, and it may be 
increasingly significant in the ensv- 
ing years. This influence arises from 
a conscious recognition that business 
is no longer a law unto itself. What 
business does is important to the com- 


‘munity and to the whole national 


economy. This is particularly so with 
the widening spread of corporate 
ownership and the increasingly remote 
nature of that ownership. The mar 
agement group stands in a position of 
stewardship in relation to the body of 
corporate ownership. Although this 
stewardship is carried out in the day 
to day management of the enterprise 
concerned, the expression of its per- 
formance comes to rest in a set of 
financial statements each year, circl- 
lated to the legal owners—the share- 
holders—and in modern practice over 
a wide cross-section of the public 
These financial statements. should re 
veal rather than conceal. Backed by 
sincere and adequate reporting they 
should tell the story in a manner W 
will provide understanding rather 
than misunderstanding, clarity rather 
than obscurity, and _ enlightenment 
rather than confusion. 


What Progress? 

To what point have these various 
influences brought us at the preset 
time? 

It is fair comment to say that balance 
sheet presentation has already 
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PUBLISHED ACCOUNTS —Continued 


afairly high standard. Not perfection 
by any means, but the improvement is 
steady and worth while. 


The omnibus item, which brings to- 
er a number of unrelated items 
and expresses them in one meaningless 
jump sum is fast disappearing. Asset 
items are now brought together in 
logical groupings and expressed under 
reasonably informative headings. Cur- 
rent and non-current (fixed) assets 
and intangibles are kept in separate 
groups and generally investments have 
a place to themselves. Similarly with 
the liabilities, where current and long- 
term are kept apart. The capital 
structure is for the most part well 
presented to show the different cate- 
gories of shareholders’ funds. This is 
important in view of the changes 
which have taken place in the nature 
of funds now used by Australian com- 
panies in the financial structure, and 
the need to distinguish between equity 
capital and debt capital; also the need 
to be able to discern the gearing of the 
capital structure. Indeed the improve- 
ment in balance sheet presentation has 
undoubtedly made the work of the 
fnancial analyst much easier than it 
used to be, and probably his conclu- 
sions are now more accurate and re- 
liable than when he had to dig the in- 
formation out as best he could. 


The basis of valuation is not always 
expressed as clearly as it might be and 
some further attention is needed in 
this respect. Terminology requires 
polishing up, but this is a big and con- 
troversial subject in itself, and the road 
to uniformity is a long and rugged 
one, 


Profit and Loss Account 


The same encouraging remarks could 
hardly be applied to the profit and loss 
account. If any criticism could be 
levelled against the 1938 Victorian Act 
it would surely be in regard to the in- 
adequacy of the provisions covering 
the profit and loss account. This is 
hot difficult to understand. At the 
time the Act was framed the emphasis 
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was upon the balance sheet as the more 
important of the two documents. With 
the passing of the years the emphasis 
has definitely swung to the profit and 
loss account as the more important of 
the two. In other words there has 
been a swing in emphasis away from 
the “net worth” concept as disclosed 
in the balance sheet to the “earning 
capacity” concept as disclosed in the 
profit and loss account. This is borne 
out in a great deal of case law on share 
valuations, where the greater weight 
is usually attached to the capitalisation 
of maintainable earnings, rather than 
to the asset value or net worth meas- 
urement. 


When examined, what purports to be 
a profit and loss account is little more 
than a profit and loss appropriation 
account, which is quite a different 
thing. 


It usually starts off with a con- 
glomerate item which is graced by the 
vague title “gross profit on trading”. 
A few items which are required by law 
to be shown separately are then 
brought into the picture. Then with 
undignified haste the stage of “net pro- 
fit before tax” is reached. The tax 
gatherer’s share is then calculated and 
possibly brought into account to re- 
veal “net profit after tax’’. Quite 
often this is left as a kind of dangling 
remainder. To find out what is pro- 
posed to be done with this remainder 
the directors’ report is scanned, and 
probably it is found that portion is to 
be distributed as dividends, portion 
carried to reserves, and the balance 
carried forward. 


Certainly the best modern practice 
improves upon this pathetic treatment 
and brings into account the intentions 
of the directors, so that the implica- 
tions of the recommendations may be 
interpreted more clearly. But the 
whole thing is not nearly good enough; 
far too much lip-service is paid to the 
doctrine of disclosure and far too 
little practical expression given to this 
doctrine. The omnibus item is a 
characteristic feature of the profit and 
loss account. Until these items are 
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broken down to reveal their content 
more clearly they will continue to defy 
the efforts of the financial analyst seek- 
ing to draw off some informative 
financial ratios from the accounts. 


How to Improve 


Even allowing for the fact that 
balance sheet presentation in modern 
practice has reached a fairly high 
standard, there are some avenues along 
which improvement could be effected 
with very little extra trouble. Four of 
these may be mentioned :— 

1. Capital Expenditure 

2. Bonus Shares 

3. Depreciation Policy 

4, Comparative Figures. 

Where the company proposes to en- 
gage in capital expenditure of any 
magnitude within the next twelve 
months, that fact should be made 
known to the legal owners—the share- 
holders—and the investing public by a 
footnote to the balance sheet, and as 
accurate an estimate as possible should 
be made of the amount involved. The 
point is that this capital expenditure 
may, and probably will, affect the 
liquidity position of the company with- 
in a short period after the balance 
sheet is published. Some special ar- 
rangements may be needed to finance 
the capital project and additional per- 
manent capital may need to be intro- 
duced. It seems fair to tell the share- 
holders about it and perhaps the most 
convenient way would be by the foot- 
note treatment. Of course the matter 
should be elaborated in the directors’ 
report. 

During 1950-51 about sixty Vic- 
torian companies revalued certain 
classes of assets and issued bonus 
shares out of the capital reserve thus 
created to the tune of £10 million. 
This £10 million was added to the per- 
manent capital structure of those com- 
panies without one additional penny 
coming into the funds of those com- 
panies. A considerably increased divi- 
dend obligation was incurred on these 
additional shares. If the balance 
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sheets of most of these companies are 
examined today there is no visible 
evidence that the bonus issues were 
ever made, much less of the extent to 
which the assets were revalued, 


The amount of the bonus issue 
should be shown separately in that 
part of the balance sheet which 
features the capital structure. This 
would serve two useful purposes, It 
would disclose the extent to which the 
permanent capital has been “watered” 
by the bonus issue. It would also pro 
vide some indication of the extent to 
which revaluation has taken place 
among the non-current (fixed) assets, 
These are important considerations, 


In an expanding industrial struc. 
ture such as we are experiencing in 
Australia, the matter of depreciation 
policy is of increasing importance. It 
is difficult to formulate any objective 
view of the depreciation policy from 
the accounts. The answer to this prob- 
lem is not easily found. It may be 
along the lines of the English Act of 
1948 which requires the non-current 
assets to be shown at original cost or 
valuation and the accumulated de 
preciation provisions to be shown 
separately for each asset or group of 
assets. Some further enquiry should 
be proceeding in this matter. 


The fourth consideration is in con- 
nexion with comparative figures. 
Modern practice usually provides 4 
comparison of current figures with 
those of the previous year. This is 
not very useful. It is impossible to 
discern trend, with any accuracy, over 
as short a period as two years. 
least five years’ figures should be pro 
vided. Some companies are already 
giving from five to ten years of com- 
parative figures. These should not 
clutter up the accounts but should be 
ee in a subsidiary statistical 
table. 


Face Lift 


The profit and loss account could do 
with a real face lift. Sales figures, oF 
what is appropriate in the particular 
company to indicate the total volume 
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PUBLISHED ACCOUNTS — Continued 


of goods or services should be given 
in the accounts. Several companies 
are now providing this information by 
way of reporting or subsidiary statis- 
ties. By a comparatively short route 
“eost of sales” could be arrived at. 

ting expenses should be shown 
in at least the major groups of “Sell- 

and Distribution”, “Administra- 
tive’ and “Occupancy” with wages and 
salaries featured separately. The pre- 
scribed distinction between operating 
and non-operating income and expen- 
diture must be preserved, and by a 
more dignified progression the “net 
profit before tax” would then be ar- 
rived at. The tax applicable to the 
year should be shown clearly, as ac- 
curately as this can be calculated and 
not just thrown in as an arbitrary 
lump sum as is often the case. Any 
adjustments in tax provision from one 
year to another should be identified. 
The net profit after tax should then be 
carved up according to the recom- 
mendations of directors and the allo- 
tations to dividends, reserves, etc., 
featured in the accounts. 


Many of the significant financial 
ratios are related back to sales or 
volume figures and if these figures are 
not disclosed there is an immediate 
handicap. 

Some thought should be given to 
fnancing or borrowing expenses, par- 
ticularly in view of the trend in com- 
pany financing to the greater use of 
debt capital such as mortgage deben- 
tures, short or long term unsecured 
notes, etc. The volume of this debt 
capital in the total capital structure 
has a significant bearing on tax cal- 
culations, dividend appropriations and 
the cost of raising new capital. It 
may be desirable to show this class of 
expense separately. 


Reporting 

It is not intended to dwell at any 
upon the important subject of 

reporting as distinct from the finan- 

tial accounts. The two are intimately 

tated, and sincere, intelligible re- 
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porting will do much to enhance the 
value of well-presented accounts, In 
fact reporting is probably the only 
means of communicating to the public 
mind what is being planned ahead for 
the company as well as the significance 
of some of the current events. No 
one set of accounts will fulfil all that 
is required without some elaboration, 
and reporting can help considerably. 
In the best modern practice all kinds 
of devices are resorted to in order to 
supplement the financial data and illus- 
trate certain aspects of the financial 
results. 


But if these subsidiary statements 
are regarded as a fitting substitute for 
a well drawn set of accounts, if they 
are designed to cover up faulty drafts- 
manship, if they wilfully disregard the 
substance and provide only the shadow, 
they fall to the ground immediately. 
The focal point must be the accounts 
themselves, and they should be as in- 
formative as practicable without being 
cluttered up with non-essential detail. 
Good reporting can be a strong public 
relations force, but it needs to be good. 


Trends 


Mr. E. S. Owens, F.C.A. (Aust.), 
one of the panel of judges in the An- 
nual Award conducted by the Aus- 
tralian Institute of Management, Syd- 
ney Division, has accepted the respon- 
sibility of putting into print each year 
his impressions, gathered from a care- 
ful survey of the entries. In com- 
menting on the Award for the 1953 
year he had these interesting remarks 
to make in connection with the presen- 
tation of the financial accounts :— 


I. Vertical accounts were in the majority. 

II. Only 6% of the companies did not give 
effect to the directors’ recommendations in 
the profit and loss account and balance sheet. 
III. In most cases the tax provision was in- 
dicated in the profit and loss account .. . 
but much more could be done to clarify the 
provision in the balance sheet by showing 
it separately, and if possible, movements 
during the year. 

IV. 26% of the Companies gave comparative 
figures for five years or more. 

V. It is a pity that Companies do not show 
the accumulated provisions for depreciation in 
the balance sheet. 


Sil 
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VI. 26% of the Companies disclosed their 
turnover figures, compared with 14% in the 
previous year. In spite of keen competition 
American companies have not yet found it 
necessary to withhold this information. 

VII. With regard to the profit and loss ac- 
count there is more scope for improvement in 
this direction than in any other financial 
eet of the report. : 
VIII. 21% of the Companies were making 
use of the “Statement of Funds” compared 
with 13% in the previous Award. 

IX. Graphs, charts and explanatory notes 
are now being used by 30% of the Com- 
panies to good effect. 


These observations from a noted 
critic indicate an encouraging trend to- 
wards improvement in published ac- 
counts. Not all of it by any means is 
subject to the influence of law. A 


good deal of it arises from a 

tion of the social aspects of account. 
ing, and the acceptance of the 
sibility of a true stewardship relation 
to the shareholders and the public 
generally. There is also a strong chal. 
lenge in these observations and a con- 
stant reminder of the dynamic nature 
of the accounting function. 

Nicholas Butler, associated with uni- 

versity life in America, once re 
marked: 
You can divide the world into three distinct 
classes. The few who make things happen; 
the many who watch things happen; and the 
overwhelming majority who never know what 
happens. 

Even as accountants we have the 
opportunity of nominating our own 
particular class. 





Australian Society of Accountants 


Library Books for Disposal 


The Victorian Division Library has a number of 
copies of out-of-date books which are available for 


disposal. 


These books are of no value as text 


books on current theory and practice, and would 
be of interest from the historical point of view 
only. Any member who would like to know what 
is available should apply to the librarian before 15 
January, 1956, to avoid disappointment. 
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This paper was delivered at a 
meeting of members of the Vic- 
torian Division, Australian Society 
of Accountants. 


Finance for Business 


The Control of Its Use 


In considering the problems of fin- 
ance in connexion with business the 
most important item that must always 
be borne in mind is the fact that there 
is no standard or ready-to-wear pat- 
tern; each individual business requires 
its own hand-tailored pattern. This is 
so even though the business concerned 
may be of the same nature as another 
and even of comparable size. Many of 
the matters that must be considered 
are of course common to all, irrespec- 
tive of their nature or size. Before 
dealing with some of the important 
factors that are peculiar to particular 
types of business, it may be as well to 
set out some of the fundamentals that 
are applicable to all. 


The sources of finance can be divided 
broadly into three main categories :— 


1. Proprietorship: Ordinary and 
Preference Capital, Reserves, Part- 
ners’ Capital, etc. 


2. Long Term Borrowings: Mort- 
gages, Debentures, Notes, etc. 


8. Short Term Borrowings: Bank 
mia Deposits at Call, Creditors, 


Proprietors’ funds must, of course, 
provide the fixed or permanent assets 
of the business and normally leave a 
sufficient margin to provide a certain 
amount of working capital. This in- 

R. E. Gregory, F.A.S.A., is Secretary and 

@ Director of The Myer Emporium Ltd. 
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volves a question of ratios which I 
propose to deal with later. 

Long-term borrowing provides an 
adjunct to proprietorship and, gener- 
ally speaking, will be used for fixed or 
permanent assets. It is particularly 
suitable for that type of business, such 
as shops and stores, which of necessity 
have a large part of their fixed assets 
in land and buildings. Their locations 
are in the most expensive sections of a 
city or suburb. They have no choice 
as to land values as distinct from a 
manufacturing industry which is gen- 
erally not bound so rigidly as to site. 

Long-term borrowing is often a 
satisfactory source of finance to pro- 
vide for an expansion programme 
which will take some time before it 
begins to earn profits. Provision for 
repayment can often be made by re- 
tention of profits over the life of the 
loan. 

Short-term borrowings are best used 
to supplement working capital, pro- 
vide for seasonal fluctuations or cycles, 
and as temporary expedients pending 
the arrangement of proprietorship or 
long-term borrowings. They should 
never be used for the financing of fixed 
or permanent assets; failure to heed 
this fundamental rule has been a 
source of profitable business to the 
liquidator, receiver and bankruptcy 
trustee. 

Before going on to consider the 
problems of a particular business I 
would like to deal with some of the 
general factors that have an influence 
on the problem. 
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Dividend Policy 

Theoretically profits are made from 
day to day, although this is not neces- 
sarily reflected in the bank balance. 
The policy used in payment of divi- 
dends has a material effect on finances. 
Quarterly dividends, for example, 
mean a greater drain on the bank than 
those paid yearly; equal interim and 
final dividends need more than a small 
interim and a large final; dividends 
paid promptly at the close of the finan- 
cial period require more liquid finance 
than those delayed for some months. 


Retention of Profits 

Probably the most vexed question in 
any business is what proportion of the 
profit should be distributed to the pro- 
prietors, whether it be by means of 
dividend paid by a company or the 
drawings of a sole trader or partner- 
ship. The ploughing back of profits is 
one of the greatest factors in the ex- 
pansion of a virile organisation. The 
extent of any such retention is, of 
course, always a matter of personal 
opinion, but I would commend the fol- 
lowing ratio in the case of a public 
company :— 

Taxation: one third 

Dividend: one third 

Reserves: one third. 
The one-third for reserves will not al- 
ways necessarily be visible reserves, 
as certain prudent provisions made by 
management are not always allowable 
by the Taxation Commissioner. In 
other words the taxable income is often 
in excess of the disclosed profit, 
brought about such factors as the de- 
preciation allowance for taxation pur- 
poses being less than the amount pro- 
vided by the management. 


Taxation 

In the case of a sole trader or part- 
nership taxation is on a make-shift 
pay-as-you-earn basis, achieved by pro- 
visional tax, and there is not the same 
lag in the payment of tax as there is 
in the case of a company which seldom 
is called upon to pay its assessment 
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until at ‘least nine months after the 
close of the financial year. If we as. 
sume that profit is earned from day to 
day, a company has the use of its ul- 
timate taxation commitment for 
around fifteen months before it is 
is called upon to pay. In the case of 
a private company, undistributed pro. 
fits tax rears its head and the taxation 
versus the financial angle has to be 
considered, the decision on which must 
greatly influence our finances. In the 
case of the sole trader or partnership 
the question of provisional tax in the 
event of fluctuating income also has an 
important bearing on finance. 


Depreciation 


The amount set aside to provide for 
depreciation has an important bearing 
on the problem. To give an over-sim- 
plified example: we have a machine 
which has cost £10,000 and has an ex- 
pected life of ten years. £1,000 per 
annum will be charged against our pro- 
fits but will not have resulted in any 
cash outlay. If the problem of re 
placement does not arise until the end 
of the period we will, theoretically, 
have provided £1,000 each year to take 
into account with our finances. Of 
course, unless this £1,000 per annum 
has been specifically set aside in cash 
(and in practice it would be extremely 
rare for this to be done), we will not 
necessarily have the money available 
in the bank to replace the machine at 
the end of the ten year period. 


Other Provisions 


Amounts provided for in our profit 
and loss account which do not have to 
be met until some future time also 
affect the position. Examples of these 
are long service leave and holiday pay. 
Where the accounts are balanced m 
June and the organisation closes down 
for holidays at Christmas we have 8 
six months’ lag. Bad Debts Reserve 
and similar items have the same effect, 
and conversely prepayments such as 
rates, superannuation or insurance 
have the opposite effect. This is not a 
comprehensive list, but I think suf- 
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ficiently illustrates the points that 
must be considered. 


Source and Disposition of Funds 


A very useful aid in trying to assess 
and obtain a quick picture of what has 
happened to our finances is by the pre- 
paration of the statement usually called 
Sources and Dispositions of Funds. 
This can only be prepared after the 
close of a financial period and the cal- 
culation of the profit. Most readers 
are doubtless familiar with this state- 
ment, but it may be helpful if I briefly 
give an outline of a simple example. 


Net Profit for Year 
Add Depreciation and other items 
charged to profits not involving 
a cash outlay 
Proceeds from sale of fixed assets 
Variation in reserves 
Less Dividends, Taxation, ete., paid 
from profits 
Gives Total Funds Provided 
Less Funds applied to increase in Fixed 
Assets 
Gives Increase or Decrease in Working 
Capital. 


Changes in Working Capital 
Current Assets in detail showing This 
Year, Last Year, with Increase or De- 


crease. 

Current Liabilities in detail showing This 
Year, Last Year, with Increase or De- 
crease. 

This statement has no peer in explain- 
ing to management or proprietors 
exactly what has happened over a given 


period. It quickly reveals any funda- 
mental weaknesses that might exist in 
the business. For example, a large de- 
crease in working capital could indi- 
cate the need for additional permanent 
funds. Or again a disproportionate 
Increase in our debtors in comparison 
with our sales volume could mean that 
our collection policy needed review. It 
will clearly show where the money has 
come from and where it has gone. 
How, for instance, our large increase 
In stock has been ‘financed either by 

ng on the bank for overdraft or 
on our creditors. It will quickly high- 
light many of the points I mentioned 
earlier such as dividends and pro- 
visions, 
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When this statement has been pre- 


- pared, giving an overall picture of the 


business, what then is the best method 
to use in estimating financial needs, 
so that it is possible to plan the ways 
and means of giving effect to them? 


Method of Control 


In my view the one and only way to 
successfully plan and control financial 
needs is by budgetary control. 


This is very often a _ loosely-used 
term; there is a vast difference between 
the preparation of a budget and the 
intelligent use of it. It is of very little 
real value to go to a great deal of 
trouble working out a budget, examin- 
ing it carefully at the beginning of the 
period and then burying it in the filing 
cabinet until you set out preparing 
another, twelve months hence. 


I propose to discuss at more length 
some of what I consider the more im- 
portant points to be watched and the 
pitfalls likely to be encountered in pre- 
paring a cash budget. However, the 
point I would like to stress is that how- 
ever much care is taken, you are bound 
to be wrong, although in practice you 
often find that losses on the swings 
compensate for gains on the round- 
abouts. Therefore the budget must be 
watched from month to month and 
corrections and variations made in the 
light of changed and changing condi- 
tions. A commonly used and useful 
method of comparison is a statement 
using three columns showing Last 
Year, Budget, and Actual. Every 
transaction in any organisation must 
sooner or later have some bearing on 
the financial picture. Therefore we 
should first take stock of the budgets 
and statistics which are available for 
our use. 


We will assume that we have the fol- 
lowing budgets prepared and in opera- 
tion: production budget; sales budget; 
merchandising or buying budget; ex- 
pense budget; budget or plan for 
capital expenditure. 


You might well ask here the sixty- 
four dollar question: not which comes 
first, the chicken or the egg, but which 
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comes first, the financial budget or 
those previously mentioned. 

Naturally, each one is dependent on 
the other, but the way they are tackled 
is of major importance. If the busi- 
ness is financially embarrassed it may 
be necessary to prepare a financial plan 
first and then state how much finance 
is available for this or that expendi- 
ture. However, I strongly disapprove 
of this method. To my mind it savours 
of the cart pushing the horse. Ex- 
cept in special circumstances it is not 
the financial man who should set the 
course and plan the conduct of the 
business. The very nature of his 
training tends to make him far too 
conservative, and although a business 
may avoid foundering on the rocks 
under his guidance it is less likely to 
make rapid progress. 

If the various production, sales and 
other budgets are prepared it is then 
up to the financial planner to examine 
them and advise whether they are pos- 
sible and feasible in terms of the 
known financial resources of the busi- 
ness. If they are not, what extra 
finance will be needed to achieve them? 
Is that finance available? Will it be 
economic to have the extra money? 
These are the points that must be pre- 
sented to top management. In other 
words, management says to the ac- 
countant “this is what we want, it is 
up to you to provide the money.” That 
is how the most successful business 
will work. It will of course be found 
that sometimes it is uneconomic to go 
ahead as planned; in such cases the 
other budgets must be pruned accord- 
ingly. 

Let us, however, return to the pre- 
paration of our financial budget from 
the other budgets that will be placed 
before us. Our task really amounts to 
this: we must convert these to a basis 
of receipts and payments, which sounds 
simple on the face of it but is in prac- 
tice quite a formidable task. 


I will endeavour to illustrate how 
one would go about converting some 
of the more important items. 
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Sales: These are, of course, of prime 
importance; as far as cash sales are 
concerned the task is simple, but with 
credit, entry, deferred payment or 
other sales by whatever name you call 
them, it is a little more difficult. | 
mentioned earlier that apart from bud- 
gets we will need to have statistics 
available to us; these will be wanted to 
find out our collection rate expressed 
as a ratio to our book debts. In as 
sessing the cash position of the vari- 
ous types of book debts one finds that 
a fair degree of accuracy can be ob- 
tained by the use of statistical data 
taken out from past records. 


In the case of hire purchase accounts, 
as instalments are due on fixed dates, 
no difficulty will arise except for late 
payments, and here again past experi- 
ence is generally a very reliable guide. 
Apart from its help in budgeting, a 
firm and definite credit policy backed 
by up-to-date collection methods is es- 
sential in any succesful business. 


Production Budget: A sound work- 
ing knowledge of every phase of the 
business is necessary for the financial 
planner. In endeavouring to assess 
the cash requirements of our produc- 
tion budget we must know the peculiar 
problems that are connected with each 
individual industry. In many cases 
buying and planning must be carried 
out months ahead. For example, in 
the woollen industry buying of raw 
wool is carried on during the wool sell- 
ing period which covers six to nine 
months of the year. Blankets must be 
made up well ahead and stocks built 
up in summer months. In the fruit 
canning industry work will largely be 
dependent on when the crops rea 
maturity, whilst in the meat canning 
industry work may be governed by 
seasonal conditions, as at certain times 
of the year the prices of live stock may 
be too high to be economic. 


Merchandising 6r Buying Budget: 
This is linked closely with the produc 
tion budget, and again a detailed know- 
ledge of the peculiar problems atten- 
dant on each type of business is re 
quired, as well as the manner in w 
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FINANCE FOR BUSINESS — Continued 


the organisation deals with them. With 
overseas purchases there are various 
methods of finance that may be used, 
such as letters of credit, telegraphic or 
mail transfers, or the setting up of an 
overseas buying house which may make 
use of direct bank overdraft facilities. 
Trade terms for local buying vary 
greatly according to the class of busi- 
ness. Some are 24% thirty days, some 
24% by the fifteenth of the following 
month, some nett seven days, some 
nett thirty days, and soon. It is good 
business to take advantage of discount 
concessions for prompt settlement and 
every endeavour should be made to ar- 
range your finance in order to do so. 
If goods are quoted 32% seven days or 
24% thirty days, there is an advantage 

14% by paying in seven days. On 
an average, goods quoted on a thirty- 
day basis are paid forty-five days after 
delivery, those invoiced early in the 
month nearly sixty days, and those to- 
wards the end only thirty days. There- 
fore we are obtaining 14% for paying 
thirty-eight days ahead, which ex- 
pressed as a rate per annum is roughly 
ten times 14%, ie., 124%. If we can 
borrow from the bank at 5% per an- 
num, there is a 74% advantage by pay- 
ing promptly. I cannot stress too 
strongly the necessity for making every 
fort to take advantage of these dis- 
count concessions, which can amount 
t0 a considerable sum over a twelve 
months’ trading period. It is not a 
question of whether we can afford to 
take advantage of these concessions 
but whether we can afford not to avail 
wrselves of them. In other words, it 
is essential in planning our finances to 
make sure they are arranged in such 
away that the business is in a position 
o take full advantage of discount con- 
tessions. 


Expense Budget: Many of the fac- 
tors which need to be considered with 
the buying budget are equally applic- 
ible to the expense budget, particu- 
arly as they apply to the purchase of 

Our sources of supply, the 
tade or payment terms and the neces- 
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sity to take advantage of cash dis- 
counts must all be taken into account. 
In most sound organisations allowance 
is made each month for expense items 
which are paid yearly or half-yearly, 
such as rates and taxes, insurance pre- 
miums, interest, etc. In effect, what 
we have to do is to dissect our monthly 
expense budget into four categories :— 


1.Items involving a cash payment 
in the current month; 


2. Items involving a cash payment in 
the following month; 


3. Items involving a cash payment in 
some other period during the cur- 
rent or following year; and 


4.Items not involving cash pay- 
ments. 


The first category will include such 
items as wages, salaries, petty cash, 
cash purchases, etc. A word of warn- 
ing here: such items as payroll tax and 
group tax deductions are paid in the 
following month. 


The next category should present no 
difficulties, but the third requires quite 
a deal of care as some items, such as 
interest, will cover a period that has 
passed, rates a period before and after, 
telephone account the rent for a period 
in advance and the calls for the past 
period. However, with a little experi- 
ence these items do not present any 
great difficulty, as once they have been 
thought out a standard adjustment is 
quite easily made. Those items that 
do not involve cash payments are 
mainly provisions such as depreciation, 
which were mentioned earlier in this 


paper. 


Capital Expenditure Budget: With 
straight-out purchases of plant and 
equipment installed on the job, this 
type of purchase should present no dif- 
ficulties in estimating our cash require- 
ments. Where, however, our own 
mechanics or engineers are installing 
plant, the cost of which should rightly 
be capitalised, we find there are many 
difficulties. A great deal will depend 
on the accounting methods that are in 
operation. The wages of the men con- 
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cerned will affect the cash weekly. If 
all salaries and wages are included in 
the expense or production budget, and 
a separate credit item shown for 
salaries and wages off-charged, this 
will tend to solve the difficulties. A 
similar position arises where our own 
employees manufacture capital goods 
for use in the business. This not only 
involves wages, but materials as well. 
If the section is large, a separate bud- 
get may be the best solution, similar to 
the production budget, but otherwise 
their requirements must be provided 
for in existing budgets and off-charges 
or transfers arranged. 


Anyone conversant with building is 
familiar with the problems this in- 
volves today. Normally the estimat- 
ing of the finance required for building 
operations is fairly simple and accur- 
ate, as a firm contract is let with pro- 
vision for the work to be completed 
by a specified date. The position these 
days is that it is not only difficult to get 
a firm contract, but one person’s 
guess is as good as another’s as to 


when the project will be finished and 
when progress payments will be called 


for. However, despite these small 
problems the task of budgeting for 
capital expenditure is, in the main, 
perhaps the easiest to forecast accur- 
ately. 


Preparing the Budgets 

It is rather difficult to be more speci- 
fic with the multitude of items that 
may be included in these various bud- 
gets, as they will be largely dependent 
on the size and class of business. Our 
aim, irrespective of the business, is to 
try and assess when and how each 
item will involve a receipt or payment 
of cash. The majority of organisa- 
tions will doubtless have a fairly de- 
tailed general cash book. The various 
dissections used may be taken as the 
main basic headings in the cash bud- 
get, and then further sub-divided ac- 
cording to circumstances. 


For example, receipts could perhaps 
show :— 
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Cash sales 

Amounts received from entry customers 

Amounts received from deferred payment 
customers 

Group tax deduction 

Dividends received 

Sale of fixed assets 

Mortgages and loans 

Sundry expenses ledger 

Sundry private ledger 

Other receipts 


Expenditure items will include:— 


Local purchases 

Overseas purchases 
General expense payments 
Income taxes 

Rates and land taxes 
Superannuation payments 
Interest payments 
Dividends paid 

Property payments 
Fixed asset purchases 
Sundry payments 


The following is a suggested layout 
for the cash budget. It should be 
divided into two sections, Receipts and 
Expenditure, and prepared in the first 
place on a monthly basis with three 
columns, showing Last Year Actual, 
This Year Budget, and This Year Ac 
tual. On the bottom of one sheet 
would be shown Total Receipts, Total 
Expenditure, and Variation (plus or 
minus) in Cash Position. 


This information can then be sum- 
marised into three, six or twelve 
months’ periods, according to what is 
desired. 


Mention was made earlier that the 
budget will need to be constantly re 
vised in the light of changed circum- 
stances, and in practice it is often a 
good idea to use soft pencil figures only 
in the working papers, as these can be 
readily altered and changed from time 
to time. This applies not only to the 
cash budget, but to any other budget 
that needs constant revision. 


There is one other important factor 
that cannot be disregarded ; that is ut 
presented cheques. The budget will 
of course, be based on the cash book 
figures and in practice there is always 
a variation between these and those of 
the bank. In the majority of organs? 
tions the amount owing to the 
reaches its peak towards the end of the 
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month, when the variation between the 
cash book and the bank will also be at 
its highest. It is not a difficult matter to 
chart the daily variations between the 
two figures and to assess fairly ac- 
curately the likely difference. In 
many organisations I am sure you will 
fnd that this difference can be looked 
on as a permanent source of funds. 


Ratios 

In assessing our financial position a 
quick and useful guide can be obtained 
by the use of operating and financial 
ratios. The most important of these 
as they relate to finances are: current 
assets to current liabilities; quick as- 
sets to current liabilities; net worth or 
shareholders’ funds to total liabilities; 
net worth or shareholders’ funds to 
fixed assets. 

It is not possible to make any gen- 
eral statement as to what is a desirable 
ratio in any business. At one end of 
the scale you will find that insurance 
companies have a very large ratio of 
both quick and current assets to cur- 
rent liabilities. These companies are, 
of course, very strong financially and 
extremely liquid; a large proportion of 
their assets is in government bonds 
and other readily realisable securities. 
For a trading or manufacturing com- 
pany to be in a similar position would 
indicate that it was not using its funds 
to the best advantage. You will gen- 
erally find that the ratio of current 
assets to current liabilities in the 
majority of public companies is around 
one-and-a-half to two, i.e., there is 
4150 to £200 of Current Assets for 
ewery £100 of Current Liabilities. I 
suggest that those interested make a 
survey of the published accounts of 
businesses similar to their own and 
compare the various ratios. 

These ratios and their uses are ex- 
Dlained in most standard text books 
and are doubtless familiar, so I do not 
tonsider there should be any need for 
me to elaborate on them further, other 

to say they are useful tools in 
planning the finances of any organisa- 
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Short Term Money Market 


I would now like to discuss briefly a 
few matters that are important for cer- 
tain types of business. The first 
of these is the short term money mar- 
ket, which as far as Australia is con- 
cerned has only developed to any ex- 
tent during the last decade, but has 
been in operation for many years over- 
seas. Before the war my own organisa- 
tion made extensive use of this method 
of finance by accepting money on 
deposit at call. Practically every 
organisation experiences fluctuating or 
seasonal requirements of its finance. 
In a retail store, stock will tend to rise 
from August to a peak in November, 
brought about by stocking up merchan- 
dise for the Christmas trading period. 
This will gradually decrease with 
Christmas spending and will reach a 
low figure at the end of December. On 
the other hand a jam manufacturer 
will have funds available in August- 
October as all purchases of fruit will 
have been completed, manufactured 
and, we hope, sold by that time. As 
the summer commences new season’s 
fruit becomes available for which cash 
will be needed to pay the grower. We 
then have the position of these two 
types of organisation having a directly 
opposite peak with their cash require- 
ments. It is a logical consequence, 
therefore, for such types of business to 
lend and to borrow from each other. 
With the advent of the finance com- 
panies there is a ready market all the 
time for these short term lendings, but 
I mention the other phase as the com- 
petition from the finance companies 
need not necessarily mean that other 
= cannot take advantage of 
them. 


Finance Companies — 


These companies’ financial require- 
ments differ from other types of busi- 
ness, and as I am personally familiar 
with them I thought it might be of 
interest if I were to deal briefly with 
them. Their success is wholly depen- 
dent on obtaining and using a large 
proportion of borrowed money. This 
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is obtained by bank overdraft, long 
and short term debentures, and money 
on deposit for fixed terms or at call. 

A ratio of about three times bor- 
rowed money to shareholders’ funds is 
desirable. 

We will take a hypothetical case of a 
company that makes a 5% profit on its 
funds, that is net profit after allowing 
for all expenses. Its capital is £50,000, 
reserves and undivided profits £50,000, 
giving shareholders’ funds of £100,000, 
The profit therefore would be £5,000 
before income tax or reserves. Using 
the formula I mentioned earlier or one- 
third each of our profits to taxation, 
dividend and reserves, shareholders 
would only receive a return of 34%. 
If the company were to use borrowed 
funds to the extent I have suggested, 
i.e., three times its own shareholders’ 
funds, the total funds used would be 
£400,000. Again assuming a net pro- 
fit of 5%, disregarding the question of 
interest on the borrowed funds which 
we will assume has been, as it largely 
would be in practice, absorbed in our 
expenses, we find the total net profit 
available would be £20,000, i.e., 5% on 
£400,000. One-third available for 
dividend gives us £6,600 or roughly a 


dividend of 13% on capital of £50,000 
as against 34% without borrowed 
funds. These figures are purely imag. 
inary and any connexion with the ac. 
tual figures made by finance companies 
would be entirely coincidental. 


You might well ask, if finance com- 
panies can make huge profits by using 
such a large amount of outside funds, 
why cannot other companies do the 
same. 

They can up to a point, and many of 
of them do, but as I mentioned earlier 
short term borrowings should not be 
used for financing fixed or permanent 
assets. Practically all of the assets of 
the finance company are current assets; 
money is its stock in trade. In the 
early part of its life, as it is expand- 
ing, money is used at a fast rate, but 
this later starts to diminish as the 
monthly collections, which are of 
of course available for reinvestment, 
also commence to increase. A graph 
or chart can be made out showing the 
monthly repayments, which are then 
available for reinvestment. 


Finance companies have a further 
source of financial funds and strength 
in the amount that is set aside in the 
accounts to provide for income yet to 
mature on hire purchase contracts. 
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By Ashley Forster 


Blueprint for a Theory 
A Rejoinder (Concluded) 


Meden Agan —nothing in excess. 
Engraved on the temple of Apollo 
at Delphi 


HAVE read Associate Professor 

Chambers’s notes on my criticism 
of his paper’ and sincerely hope that 
his reply is not a case of argumentum 
ad hominem (no case... attack the 
plaintiff’s attorney). 


Professor Chambers says that he is 
troubled by my criticism of economists 
in this journal. Now, I have no hesi- 
tation in saying that any views or com- 
ments of mine relating to economists in 
this journal have been extremely 
moderate in tone by comparison with 
the criticisms of a like nature ex- 
pressed by economists themselves. Al- 
though, for this reason, his attack on 
my views is not well founded, never- 
theless Professor Chambers has my 
assurance (although this is, I am sure, 
already known to him) that I not only 
respect the economists’ way of think- 
ing but have also taken the trouble to 
read the current literature. To draw 
attention to certain limitations of the 
analytical tools available to economists 
is not for one moment to forget the 
contribution which economists have 
made towards the orderly and sound 
development of the resources of this 
country. 


Professor Chambers complains that 
I have concentrated upon the state- 
ment of his “four propositions” and 
have neglected the rest of his paper. 

e explanation is a simple one, for 
the rest of his paper, in the pattern of 


Ashley Forster, F.A.S.A., is in practice 
in Sydney, N.S.W. 


1, The Australian Accountant, November, 
1955, pp. 458-60. 
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his other writings in this journal dur- 
ing the past decade, falls into two 
clear-cut sections. There is, at the 
outset, a reference to the views which 
accountants are alleged to hold; this 
is followed by an analytical statement 
of views drawn from the areas of cur- 
rent accounting controversy. Since I 
felt that most readers would be al- 
ready quite familiar with this material 
no comment of mine was necessary. 


He is also unhappy about my alleged 
disregard of what he says he con- 
structed on the foundation of his four 
propositions and deplores “the absence 
of a single comment” from me on this 
section of his paper. Any such com- 
ment from me would have been quite 
superfluous after having reached the 
conclusion that his four propositions 
had been generalised so far beyond the 
field of accounting as no longer to be 
useful for the purpose for which they 
purported to have been constructed. 
This can be made more explicit. It is 
my view that these four propositions 
have been made so abstract and gen- 
eral that they have virtually been con- 
stituted as symbols to which a variety 
of meanings may be assigned. Their 
sheer generality thus permits manipu- 
lation at will although not, in my view, 
for any useful purpose within the 
framework of accounting. 


This is not to say that other and 
more satisfactory propositions cannot 
be framed which would be more useful. 
It seems to me that it would be ap- 
propriate to suggest to Professor 
Chambers that he might re-examine 
his four propositions now rather than 
promote the process of building a 
theory with a defective blueprint; for 
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he himself now says that his blueprint 
was merely “a rough draft of what a 
theory might cover and how it might 
be built up . . .”—a much more modest 
— than he was making in the first 
place. 


Professor Chambers seems to be un- 
aware that although I was, primarily, 
challenging the usefulness of his four 
propositions in the field of accounting, 
I was also questioning the soundness 
and consistency of his reasoning and 
the validity of his conclusions, for I 
agree with him, entirely, when he 
avers that “logic is entirely relevant”. 
He knows of course that I did not sug- 
gest otherwise. 


My assertion that “accounting can 
never attain to the kind of precision 
and certainty which is found in a few 
of the physical sciences” is quite true 
and Professor Chambers is clearly in 
error when he says, in reply, that a 
theory of accounting can be quite as 
precise as a theory in any scientific 
field. I feel that his reply is demon- 


strably untrue for there are, in fact, 
degrees of precision in the various 


sciences. For example, it will never 
be possible to teach accounting with 
the same degree of precision as euclid- 
ian geometry.” Professor Chambers 
goes on to amplify his statement with 
reasons which are expressed in a loose 
and a quite unsound fashion. He says 
“it requires only that concepts shall be 
defined and related with reason . 

The additional words “related with 
reason” are not logically necessary nor 
do they convey any added meaning. 
He also overlooks the fact that there 
are many differences of degree or pre- 
cision of definition. Moreover it is 





2. If Associate Professor Chambers desires 
to sustain his objection on this point, then he 
removes judgment and choice in order to 
secure precision and uniformity. This pro- 
position (b) that “entities are managed 
rationally, i.e. with a view to meeting the 
demands of the contributing parties efficiently” 
then cannot be maintained. This is a dilemma 
of his own making. He must either abandon 
his objection or destroy the basis of his “blue- 
print”. 
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necessary but not sufficient to define 
the concepts. What is logically re 
quired is that there be adequate con. 
cepts, true propositions and conclusive 
reasonings. 


Professor Chambers makes a refer- 
ence to assumptions as being observa. 
tions. These terms may not be related 
logically as if they were synonyms. A 
true observation is one of our “facts” 
whilst an assumption is a postulate 
taken for granted as proved and us- 
ually from some other science. He 
also refers to fundamental premises, a 
contradiction in terms, whereas he 
should limit himself logically to the 
statement that he regards certain pre- 
mises as necessary or essential. This 
distinction is important, for his four 
diverse propositions do not unite them- 
selves or cohere to form a conceptual 
scheme. This will be the case so long 
as the fundamental idea remains to be 
discovered and which will, when dis- 
covered, provide the needed link. It 
remains to be proved of course whether 
the final result in this case will be a 
useful result. 


Professor Chambers makes a loose 
and a brash statement when he says 
that “presumably the examination and 
pursuit of knowledge are not among 
[my] purposes .. .” He was, I should 
say, unaware of the logical conse- 
quences of this statement and (again) 
unaware, or unmindful, of proper dis- 
tinctions. 


Accounting, if it is a science, is 4 
practical science, in contrast to 8 
theoretical science, and the methods 
appropriate to each are quite different. 
The “pursuit of knowledge” (for its 
own sake) may be inferred in the lat- 
ter but not in the former. In the for- 
mer what is sought is not “a truth” 
but “a good”. It is my view that ac- 
counting is an art and, if it approaches 
to the nature of a science at all, it 
does so only insofar as it may properly 
be said to be a descriptive and clas 
sificatory discipline. 

A science is descriptive and classi- 
ficatory in its first stage of develop 
ment (some sciences have not been 
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to move out of this first stage). It 
moves to the hypothetical when a prob- 
able explanation for the observed 
phenomena or an ordering principle 
is perceived and concepts are formu- 
lated; to the experimental stage when 
in the field or in the laboratory, the 
adequacy of the concepts and concep- 
tua schemes is increased, more content 
is given to the hypotheses, and a law 
or laws established; finally these laws 
may be tied together in a theory. 


Professor Chambers appears to be 
attempting to jump the gap between 
the first and last stage by a leap in the 
dark and in preparation for the leap 
he is treating speculative thinking as 
the logical equivalent of a theory. 

Professor Chambers’s “blueprint” 
comprises two postulates and a single 
proposition with no explicit relation- 
ship to the field of accounting. His 
firct proposition is a postulate drawn 
from Sociology* and his second a pos- 
tulate drawn from Economics (ration- 
ality, maximisation, etc.).4 The third 
and fourth propositions on analysis 
are found to be equivalent and merely 
make reference to one of the uses 
which are made of statements “in 
monetary terms”. All this does not 
even yield a limited working hypo- 
thesis and it is of course no answer to 





8. The truth of this postulate derives from 
a fundamental and primary truth concerning 
man himself. It was Aristotle who pointed out 
that man is of his nature a social being whose 
development is to be achieved through his asso- 
ciation with his fellows. The framework of this 
association we call society. In this framework 
we can distinguish many social entities involv- 
ing man (e.g. man in his family, man in com- 
merce, man in sport, or man in his cultural 
activities), all of which exist to meet the 
demands and needs of their prime contributor, 
namely, man himself. 


4. Economic Theory makes a fundamental 
assumption that maximising . . . is the basic 
objective . . . but in recent years it has been 
extensively qualified by theorists. Professor 
Joel Dean of Columbia University says that 

concept has become so general and hazy 
that it seems to encompass most of man’s aims 
in life’. (Managerial Economics, Prentice 
Hall, 1951. p. 28.) 
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point to loosely attached ideas and ex- 
planations (which may, in themselves, 
be reasonable and sound). Moreover 
there is nothing of an explicit nature 
from which we are entitled to infer 
that accountants or accounting have 
any place in this conceptual order; or 
that accountants prepare the state- 
ments (“in monetary terms’) referred 
to or that they are even accounting 
statements. I agree that a formula- 
tion of this character is general 
enough, but is it useful? 


It seems to me that Professor Cham- 
bers is in opposition to almost all 
modern historians of the natural 
sciences in expounding the alleged 
scientific method and is following Karl 
Pearson in his preoccupation with the 
logical. This is possible so long as one 
concentrates upon formal logic on the 
one hand and upon textbooks on the 
other for, in this area, there is no clue 
as to the activities of those who have 
advanced our knowledge; no indication 
of the stumbling way in which even 
the most able of scientists have had to 
fight through “thickets of erroneous 
observations, misleading generalisa- 
tions, erroneous formulations and un- 
conscious prejudice . . .”5 

The attempt to formulate, in one set 
of logical rules, the way in which the 
development of accounting should pro- 
ceed, is to ignore all of the vitality in 
the undertaking in favour of what may 
well be a completely sterile approach. 
I do not believe that in relation to a 
practical as opposed to a theoretical 
science it is at all fruitful to concen- 
trate upon the extreme, i.e., upon the 
logical manipulation of ideas. There 
is no such thing as the scientific 
method, and exponents of formal logic 
would profit by an appreciation of the 
fact that an examination of the de- 
velopment of even highly theoretical 
sciences “fails to reveal any one 
method by means of which masters in 
those fields broke new ground .. .”* 





5. Professor James B. Conant (President 
of Harvard University) in Science and Com- 
mon Sense, Oxford, 1951, p. 44. 


6. Ibid., p. 45. 
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Professor Chambers gives no indi- 
cation that he has seen the real sig- 
nificance of my statement that his four 
propositions are “generalisations be- 
yond the field of accounting”. More 
explicitly, it seems to me that one re- 
sult of his extreme and accommodating 
generalisations is that he is merely 
moving towards the formulation of a 
theory of the behaviour of an unspeci- 
fied class of people rather than to- 
wards a theory of accounting. 


Conclusion 

Certainly it is a good thing to search 
for sound theoretical bases for ac- 
counting procedures, but in making 
any new approach to accounting theory 
it is not enough simply to free one’s 
mind from familiar and accepted 
notions—in order to escape from the 
sterility of thought associated with a 


blind and rigid adherence to ortho 
doxy. Sterility of thought also lies ip 
taking refuge in unorthodoxy for its 
own sake. 

Nor is logic alone a sufficient safe 
guard against the formulation of 
dubious hypotheses. Fruitful and re 
levant hypotheses will come from a 
fusion of two elements: adequate ex- 
perience and an active and disciplined 
imagination. Boldness is necessary, 
but it must be a boldness associated 
with or tempered by wisdom or (as 
some might say) by common sense. 

Roger Bacon, frequently referred to 
as one of the forerunners of “the scien- 
tific method” (and as frequently mis- 
quoted, e.g., Larrabee, “Reliable Know- 
ledge”, p.122) did not refer to the 
“four stumbling blocks which hinder 
well-nigh every scholar .. .” but (to 
those same four things) which often 
prevent even learned men from attain- 
ing to the summit of wisdom. 





The Australian Accountant, December, 1955 





Fine Points 
of Commercial Law 


E. H. COGHILL, LL.M. 
Librarian of the Supreme Court of Victoria 


FRAUDULENT PREFERENCE AND 
RELATION BACK 


anyone had asked me a short while 

ago whether a fraudulent prefer- 
ence was an act of bankruptcy so as 
to attract the doctrine of “relation 
back”, I would have said “of course, 
see s. 52 (c)”. Now I notice that, in 
Re Bailey, 16 A.B.C. 180, it has been 
decided that this is not always so. 


In that case debtor was making re- 
guar payments of £80 per fortnight 
to a creditor, in such circumstances 
that they were void as “fraudulent 
preferences”. When he became bank- 
rupt his trustee simply looked at the 
calendar, marked off six months, and 
took the earliest £80 payment within 
that period as the commencement of 
the bankruptcy. Another creditor who 
stood to lose £9,000 by this procedure 
had a second look at s. 52 (c). It pro- 
vides that if the debtor “makes any 
tmveyance or transfer of his property 
any part thereof which would... 
be void as a preference” he commits 
m act of bankruptcy. 


The argument successfully urged is 
that the payment of money is not the 
‘conveyance or transfer of property”, 
ind therefore a fraudulent preference 
vhich consists in the payment of money 
Snot an act of bankruptcy and does 
lot cause a “relation back” of the bank- 
tuptey. 

I must concede it is not a “convey- 
ince” but why is it not a “transfer of 
Woperty”? Unfortunately the prefer- 
tee section (s. 95) draws a distinc- 

between a “conveyance or trans- 
fer” on the one hand and a “payment” 
the other, which rather tells against 
argument. 
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RIGHT TO SUE FOR SHARE IN LOTTERY 


T is strange how every now and then 
one finds the English Courts strug- 
gling with problems which we in Aus- 
tralia considered and settled long ago. 
Usually the boot is on the other foot 
for England, with its longer history 
and greater population, naturally has 
had a more varied experience, but oc- 
casionally the opposite situation arises. 


One such example is lottery tickets. 
Most of the Australian states now run 
lotteries, but the general rule in all 
states is that lotteries are illegal, the 
idea being perhaps that any participa- 
tion in a lottery will corrupt the par- 
ticipant unless his own state gets a cut 
out of it. But what is to happen if 
people in Victoria agree to take shares 
in a Tasmanian lottery ticket, and that 
ticket wins a hotel? The rule, estab- 
lished in respect of the ticket which 
drew Carbine in the Melbourne Cup 
sweep, was that the lottery ticket is a 
legal contract where it is conducted. 
Therefore the agreement of a syndi- 
cate in Victoria to buy a ticket in a 
Tasmanian lottery is an agreement to 
enter into a contract, legal where it 
is to be performed, and the contract to 
share in the prize, if the ticket is 
lucky, is legal and will be enforced by 
the Victorian Courts. As I say this 
was decided in Victoria before most of 
us were born. Now the point has 
arisen in England in connexion with a 
newspaper competition. 

In Simpkins v. Pays, (1955) 1 
W.L.R. 975, the plaintiff, the defendant 
and a third party, all in the same 
boarding house, submitted a series of 
entries to a fashion competition, all in 
the name of the defendant, it being 
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FINE POINTS OF COMMERCIAL LAW — Continued 


agreed that they were to “go shares” 
in the event of success. 


One of the entries won £750, and 
plaintiff claimed one-third, to be met 
by the suggestion that the agreement 
was not capable of creating or intended 
to create legal relations. The Court 
held that there was no reason why she 
should not have a legal right to her 
share and accordingly her action suc- 
ceeded. 


A “POUND” AGAIN 


THOUGHT we had solved all our 

exchange puzzles but here is 
another one. The Merchant Shipping 
Act of the United Kingdom, much of 
which applies to Australian registered 
shipping, provides that, if a ship is 
involved in a collision by negligence, 
without the actual fault or privity of 
the owner, she may limit her liability 
to £8 per ton, instead of being liable 
for all the damage caused. 


In Sydney Harbour the River Lod- 
don owned by the Commonwealth col- 
lided with the Shahzada owned by the 
Asiatic Steam Navigation Co. and 
caused considerable damage. It was 
admitted that the collision was caused 
by the negligence of the River Loddon, 
without the fault or privity of the 
Commonwealth Government, and she 
claimed to limit her liability. The 
question then arose, should her lia- 
bility be limited to £8 Australian or £8 
sterling? This was considered in 
Commonwealth v. Asiatic S.N. Co. 
(1955) 1 LL.L.R. 503. 


On the one hand, this was an Aus- 
tralian case, being decided before an 
Australian Court, arising out of a col- 
lision in an Australian harbour. On 
the other hand, this was a British Act, 
passed to govern British ships and 
shipping in all parts of the world with- 
in and without the Empire, where local 
currency might be rupees, piastres, 
Canadian, U.S. or Singapore dollars 
or what-have-you. It would be hard 
to make this provision work fairly and 
impartially (it is pretty slap-dash in 
any event, as a racing yacht which 
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weighs a ton or two may be worth 
thousands) unless one measure of 
value was used in every case to which 
the Act applied. 


It was this line of reasoning which 
appealed to the Judge (Mr. Justice 
Taylor of the High Court of Australia) 
and it yielded only one answer to the 
problem—the currency the Legislature 
had in mind must be the British ¢ 
sterling, and the Commonwealth could 
get out of its troubles by paying £ 
sterling for the tonnage of the River 
Loddon, not £8 Australian. 


BANKRUPTCY AND MISFORTUNE 


Y the English Bankruptcy Aets 
1883 s. 32 (2) and 1914 s. 26 (4) 
a bankrupt who obtains his discharge 
may ask the Court to grant a certif- 
cate that the bankruptcy was caused 
by misfortune without any misconduct 
on his part, and if it grants such a 
certificate various unpleasant conse 
quences of bankruptcy such as dis 
qualification from being a member of 
Parliament, do not apply. There is 
no such provision in the Australian 
Act. 


In Re Joyce (1955) 2 A.E.R. 74, 
bankrupt, a solicitor’s clerk, had been 
guilty of forgery, and had also i» 
dulged in a number of company swil- 
dles. Nevertheless he had the hardi- 
hood to appeal against the refusal t 
grant him on discharge a “certificate 
of misfortune”. On his appeal he 
urged that whether he had been guilty 
of forging or company offences or any- 
thing else was quite irrelevant. His 
failure was due to bad luck and not to 
these exploits, and he was entitled to 
his certificate. The Court of Appel 
however rejected the argument, saying 
that such a certificate was more ® 
less a statement by the Court that his 
conduct throughout had been blame 
less, and accordingly this was not 4 
proper case for it. It gave as the on 
common example of a proper “certif- 
cate of misfortune” the case where’ 
man loses everything by fire al 
owing to some mistake, he is not i 
sured. 
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No Par Again 

The virtues of “no par” shares have 
been canvassed on a number of 0oc- 
casions in Australia, but some hesita- 
tion to implement the legal amend- 
ments in the United Kingdom, which 
would open the way for the issue of 
such shares in that country, gives 
reason to ponder the matter further 
here. It is understood that the Aus- 
tralian Stock Exchanges have not ex- 
pressed any particular desire to press 
for the necessary legislation in this 
country, and that there are certain as- 
pects of “no par” which might call for 
specific safeguards for the protection 
of investors, which the stock exchanges 
would have to examine and then police. 
No doubt, they have been busy enough 
recently devising methods to cope with 
expanding business, and the particular 
problems of oil and uranium issues, to 
give detailed attention to an academic 
question of “no par” shares, or to de- 
amine what special requirements 
might be needed to govern their list- 
ing. 


However, the problem may now be 
foreed on them by the decision of 
Plaer Development at its Vancouver 
meeting to convert each of its dollar 
shares into three “no par” shares, ef- 
fective February 15. The company is 

in Australia, and the question of 
«cepting quotation of the new shares 
presumably arise forthwith. 


Australian Imperialism 
Inclusion of the Cocos Islands in 
Australia’s domain recently made the 
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news, and Australia’s _ territorial | re- 
sponsibilities are becoming greater as 
her island territories develop. 


The great economic potential of 
Papua-New Guinea is often hidden by 
its more obvious defence significance, 
and by a general ignorance of these 
distant and undeveloped regions. But 
ignorance is becoming less excusable 
these days as the Administration pro- 
duces an increasing quantity of 
authoritative, comprehensive and at- 
tractive literature. For example, the 
Annual Report for 1953-54 on the Ter- 
ritory of Papua is a well printed and 
illustrated 171 page product of the 
Department of Territories (with an ex- 
cellent map) providing a ful] and inter- 
esting account of the physical, consti- 
tutional, economic, social and educa- 
tional conditions in the area, with 
ample statistics. Not only does it ex- 
plain such major aspects as the geo- 
graphy and natural resources, but also 
such matters as forestry policy and 
town planning projects, and gives such 
down-to-earth data as the reasons for 
prosecutions for breaches of native 
labour ordinances, wages paid in vari- 
ous occupations, and the salary ranges 
for government officials in the Terri- 
tory. Australian entrepreneurs might 
keep their eyes on this territory, where 
they have the opportunity to get in 
“on the ground floor” in developing im- 
portant crops and other resources, and 
in meeting the growing demands of 
the local population for manufactures 
and services. 


News on Taxation 


The Thirty-fourth Report of the 
Commissioner of Taxation for the 
Commonwealth has been printed. It 
is dated June 15, and gives statistics 
for the tax year 1953-54, but refers to 
developments, administrative decisions 
and legislative amendments up to June, 
1955. Price is 18/6 from the Govern- 
ment Printer. This is the Report 
which sets out the organisation of tax 
collecting activities, reports the pro- 
ceedings of the Statutory Taxation 
Boards and the Commonwealth Com- 
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IN BRIEF—Continued 
mittee on Depreciation, and gives many 
statistics of the various taxes. It ex- 
tends to more than 300 pages. 


Warning on Wool 


Despite the growth of synthetic 
fibre production and the obvious effects 
on our economy of fluctuations in over- 
sea earnings from wool exports, there 
is still a general confidence among Aus- 
tralians that wool will hold its own. 
It is therefore interesting that no less 
a scientist than Professor Oliphant, of 
the National University, recently made 
some categorical statements about 
wool’s fate. He feels quite sure that 
organic chemists are capable, if the in- 
centive is there, of producing fibres 
which will rival the natural animal 
fibres and perhaps in the end do much 
better than the natural. High wool 
prices, of course, provide an incentive. 
In fact, he said “I’ve no doubt that, 
in time which can be measured in years 
rather than in decades, even wool will 
begin to be replaced.” The confidence 
we feel can apparently only be justi- 
fied if we continue every effort to 
cheapen wool and improve the methods 
of marketing and utilising it. 


Interest Rates 

In ‘the present dilemma on interest 
rates, it must be acknowledged that if 
the plea for raising rates on gilt edged 
securities were implemented by raising 
bond rate, some hardships would be in- 
flicted on those holders who cannot 
avoid selling in the near future. An 
idea comes from the spokesman for 
the Associated Savings Banks in New 
Zealand before the Monetary Commis- 
sion in that country. He suggested 
that the effects of such changes in 
rates, which must be made occasion- 
ally, could be reduced and rendered less 
harmful if provision were made in ad- 
vance for a periodic review of rates on 
“fixed” interest securities, say every 
three years. Thus, market prices for 
such securities would remain close to 
par at all times. They would remain 
easily convertible to cash without 
serious capital loss, and also easily 
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convertible at maturity by the bor. 
rower into further loans. 


Oversea Investment 


The Commonwealth Statistician’s 
Survey of Companies with Overse, 
Affiliations, although somewhat de 
layed, reveals very significant figures, 
Thus we find that by 30 June, 1954 
there was a total of £227 million of 
paid capital and issued debentures in 
Australian companies held by oversea 
companies or persons, compared with 
£213 million a year earlier. Of the 
total, £155 million was held by United 
Kingdom investors and £37 million by 
United States investors. Another 
form of oversea investment in Aus- 
tralia consists of inter-company ae- 
counts owing by Australian sub 
sidiaries to oversea companies. This 
figure was £112 million in June, 1954, 
against £106 million a year before. 
The third major form of investment in 
Australian concerns is shown by the 
net assets of Australian branches of 
oversea companies. This figure rose 
from £173 million to £192 million in 
the year under review. The total in- 
crease of oversea investment in these 
three ways during 1953-54 was £3 
million. 


Training for Business 

Another major step in providing 
training facilities for business men 8 
the Summer School of Business A¢ 
ministration to be held in January at 
the Melbourne University. This isa 
residential course of six weeks for top 
executives. No doubt it will be fol 
lowed by others if it meets a good re 
sponse, and the syllabus indicates the 
important subjects covered. These i 
clude Administrative Organisation, 
Management and Internal Communits 
tions, Management and Internal Poliey, 
Personnel Management, Business 
the Community, and Economic 
ences Affecting the Enterprise. Some 
business and university men hope 
this school will lead to a full post 
graduate university course in B 
Administration, such as operates # 
Harvard. 
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Notes prepared by the terching staff of the Department of 
Accounting, University of Melbourne. The last instalment 
(November, 1°55) brought the review up to July, 1955. The 
present notes bring the review up to the August, 1955, issue 
of journals which had becn received at the time of writing 


the notes. 


Education for Accountants 

R. K. Mautz, The Journal of Ac- 
countancy, August, expresses grave 
concern over the future of accounting 
education in U.S.A. He predicts that, 
in the foreseeable future, university 
and college enrolments will increase to 
more than double the highest post-war 
figure, but no corresponding increase 
in teaching staffs is discernible. The 
cause of the trouble is the number of 
attractive opportunities, outside the 
teaching field, which are available to 
accounting graduates. Not only are 
new graduates being attracted away 
from teaching, but existing teaching 
staffs are being depleted. Mr. Mautz 
suggests several remedies: that public 
accountants should refrain from re- 
cruiting staff from the ranks of teach- 
ers; that personnel officers should en- 
courage some graduates to do a year 
or more of post-graduate work; and 
that suitable graduates, who decide 
after a few years to leave the public- 
accounting field, should be encouraged 
to consider teaching as an alternative. 

It is perhaps impertinent to offer a 
comment from this distance, but it 
seems to this reviewer that the re- 
Medies suggested do not really go to 
the heart of the problem. Teaching is 
the Cinderella profession in many 
lands and in many fields of knowledge, 
and it will always suffer in this way 
until it offers opportunities equal to 
those available in alternative spheres 
of employment. 


Management Accounting 


E. L. Kohler, N.A.C.A. Bulletin, 
August, makes Activity Accounting 
the centre of his review of manage- 
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Current Problems 
Discussed in Overseas Journals 


ment-accounting techniques. . By ac- 
tivity accounting, he means the exten- 
sion of the principle of functional or 
responsibility costing to the whole ad- 
ministration of an enterprise. 

Decentralised accounting is the sub- 
ject of two papers in the same issue of 
the Bulletin. The aim of decentralised 
accounting is to help each of the major 
divisions of a company to operate as if 
it were a separate business. M. K. 
Evans and A. H. Seed each deal with 
the basic problems of allocating costs 
and assets, and of pricing transfers be- 
tween divisions. Each feels that the 
extra costs of duplication and co-ord- 
ination are more than offset by the 
increased effectiveness of the account- 
ing function. 

I, O. Goodnight, also in the August 
issue, describes four stages in replace- 
ment analysis which should lead to 
economically sound decisions on plant 
replacement. Return on investment, 
in relation to risk, is the final criterion. 


Case Studies 


It seems a little strange to see an 
American management consultant ad- 
vising against mechanisation. Yet 
this is what C. H. Gleason does in a 
case study in the August issue of the 
N.A.C.A. Bulletin. Sales statistics and 
inventory control in a medium-size 
company are handled with only an add- 
ing machine, a typewriter and a dupli- 
cator. 

The same issue of the Bulletin also 
contains the following case studies: 
J. D. Vale describes budgeting in a 
creosoting company, with emphasis on 
statistical sales forecasting. J. H. 
O’Rourke deals with the special account- 
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CURRENT PROBLEMS — Continued 


ing problems of forestry operations. 
C. L. Clark describes the cost and bud- 
get system of an electric-meter manu- 
facturer, stressing the provision of 
data for foremen and department 
heads. E. S. Barnard describes an ap- 
plication of Whole Dollar Accounting 
(cents elimination). 


Controllership Motivation 


In The Controller, August, James L. 
Peirce sets out the concept of the func- 
tion of controllership as approved by 
the National Board of Directors in 
September, 1949. (This six-point sum- 
mary will be of considerable interest to 
those who have not formed a clear 
conception of the functions of a con- 
troller). Using this “definition” of 
controllership as a platform Mr. Peirce 
studies, not the individual points set 
out therein, but rather the driving 
force behind them. 

He claims that fundamentally all 
motivation is not selfish, as the cynics 
would have us believe, so that control- 


lership is inherently concerned with 


service motivation. “The most suc- 
cessful controller is the one who has 
so disciplined his thinking that he is 
in harmony with the objectives of a 
great service to business.” But the 
controller, the one responsible for the 
arrangement and co-ordination of the 
plan for control of operations, must 
also show unswerving honesty of pur- 
pose in the discharge of these duties. 
The controller is shouldered with a 
heavy responsibility, as he is entrusted 
with the interpretation function, and 
only his adherence to objectivity and 
honesty of purpose will enable this 
function to be properly carried out. 


Mr. Peirce then discusses how the 
enlightened profit motive affects the 
activities of the controller; how de- 
velopment has followed planning and 
control; and the place of the controller 
in the development programme. He 
deals finally with controller compensa- 
tion and promotion and the problem of 
how to sell the controllership idea to 
management. 
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Operations Research 

J. F. Magee, N.A.C.A. Bulletin, Aug- 
ust, gives seven brief case histories of 
what O. R. has done for individual 
companies, discusses the nature of 
O. R., and suggests fields of co-opera. 
tion with the accountant. 


Internal Auditing 

In The Canadian Chartered Account. 
ant, August, Kenneth M. Place, The 
Internal Auditor—Policeman or Coun- 
sellor? discusses some of the broader 
aspects of the internal auditor’s fune- 
tions. He suggests that “one of the 
internal auditor’s most useful fune- 
tions is that of co-ordinator and ad- 
viser on systems and procedures to all 
accounting units in the organization 
and not just that of a ‘policeman’ en- 
gaged in counting cash and inven- 
tories.” 


Budgetary Control 

Edward Shippen, The Controller, 
August, deals with a case study con- 
cerning the installation of a variable 
budget in a declining industry—the 
retail sale of anthracite coal. He 
shows how failure to properly “sell” 
the introduction of such a scheme can 
retard its progress to a marked degree, 
and he explains how variable and 
standby expense budgets were pre 
pared by means of the formula of least 
squares. By these means manage 
ment, through the principle of manage 
ment by exception, can quickly concen- 
trate on that location where the vari- 
ance of actual from budget indicated 
that attention was needed. The author 
tells how break-even points were de 
veloped for each location and how the 
analysis of variances and appropriate 
remedial action resulted in consider- 
able dollar savings to the organisa 
tion as a whole. 


Productivity Measurement 

Allen W. Rucker, The Controller, 
August, dealing with the fundamen 
“productivity” difference between the 
capitalist and socialist (or communist) 
state, claims that in private-enterprise 
nations the index of average ho 
earnings always tends to rise f 
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CURRENT PROBLEMS — Continued 


than the index of manufactured prices, 
whilst in the public-enterprise nations 
the converse is true. Increased pro- 
ductivity is the only way in which a 
rise in “real” wages can be made pos- 
sible, and it is with the measurement 
of this productivity that the article is 
chiefly concerned. 

All who are concerned with manu- 
facture will be aware of the inherent 
physical difficulties in measuring di- 
yerse outputs. In view of these diffi- 
cuties, Mr. Rucker puts forward his 
production-value theory of produc- 
tivity. Production Value he defines 


as the dollar sum remaining after de- 
ducting from sales volume the outside 
purchases of raw materials, supplies 
and other items; production-value so 
defined is proportionate to total labour 
costs. 


He expands these basic concepts to 
the point where he derives his Law of 
Industry, which states generally that 
a firm will continuously pay labour a 
nearly constant share of [the firm’s] 
production value. If this is not done 
then either labour will lose its incen- 
tive to work or management or owners 
will lose the incentive to continue in 
business. 


Guiding Research Work 

J.C. Tallman, in the N.A.C.A. Bulle- 
tin, August, describes the efforts of his 
eonomic-studies section to guide and 
assist a chemical-research organisa- 
tion. Cost estimates for proposed pro- 
cesses are made on an optimistic basis 
at first, to avoid the risk of condemn- 
Ing a good idea at the outset. As the 
sale of research increases and re- 
search expenditure goes up, estimates 
are modified to a more realistic basis. 


Data Processing 
Preparing for Improved Data Pro- 
cessing, N.A.C.A. Bulletin, August, is 
record of a question and answer 
panel session, chaired by Dr. S. K. 
t n, on the problems associated 
with the introduction of integrated 
processing and of electronic ac- 
counting. 
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A glimpse of the changes that can be 
expected in the future office with the 
introduction of electronic data process- 
ing equipment is given by G. Pyrke 
Powers in The Canadian Chartered 
Accountant, August, in an article en- 
titled Electronics—The New Concept. 
The article deals in broad terms with 
the method of operation of the equip- 
ment and with what can and what can- 
not be expected of it. 


Business Finance 


In The Accountants’ Journal (N.Z.), 
August, N. Y. Walls, a research officer 
of the Reserve Bank of New Zealand, 
gives the results of a survey of the 
financial reports of twenty-two per 
cent. of the public companies regis- 
tered in New Zealand. The survey 
shows aggregate changes in both short- 
term and long-term funds during the 
year ended 30 June, 1954. 


Published Reports 


The Accountant award for the best 
report and accounts for 1955 went to 
Unilever and to the Ford Motor Com- 
pany. Extracts from the two reports 
appear in The Accountants Journal 
(London), August. The amount of dis- 
closures in both reports is very signi- 
ficant, particularly in the case of Uni- 
lever, where sales are analysed accord- 
ing to main commodities and according 
to principal buyers. 


Accounting for Price Changes 


An Indictment of the Profession is 
the challenging title of an article by N. 
Spencer in The Accountants’ Journal 
(N.Z.), August. He is in close agree- 
ment with R. L. Mathews’s solution to 
the “income problem”, but views the 
“balance-sheet problem” as equally 
important and suggests a method for 
revaluation of fixed assets. 


Superannuation 

An editorial in the August issue of 
The Accountants’ Journal (N.Z.) deals 
with the growth of superannuation 
schemes over the last ten years. It 
lends support to an article on Profit 
Sharing Schemes and Retirement Pro- 
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visions, This article was originally 
given as an address to the Wellington 
Branch of the Society by G. A. Lau, 
who is a well-known consultant in this 
field. The article enumerates and 
evaluates the various methods by 
which these related schemes can be 
operated. 


Profit Sharing 

The August issue of The Account- 
tants’ Magazine contains the second 
part of a paper by David Flint on this 
topic. The first part, in the July is- 
sue, attempted to define the “features 
relevant in ascertaining a figure of 
profit available for sharing over any 
period.” In the continuation con- 
sideration is given to “questions affect- 
ing the methods of sharing that pro- 
fit.” 





The writer makes no claim: toasting] 
solution of the problems raised. Hoy. 
ever, he does put forward many views 
which could be most valuable in arog. 
ing a train of thought or directing g 
discussion of the subject. The form 
of presentation in numbered para. 
graphs allows for easy reference and 
provides a logical framework for the 
article. 


World Calendar 

Thomas M. McDade, The Controller, 
August, shows how the adoption of the 
world calendar would benefit business 
enterprises and non-profit organisa- 
tions such as schools and universities 
alike. He traces the historical de 
velopment of the calendar and con- 
cludes with a summary of the pros 
pects of such a change taking place and 
the opposition likely to be encountered, 


























Book Reviews 


Company Law in Victoria, R. Keith 
Yorston, S. R. Brown and H. Jackson. 
1955, The Law Book Co. of Aus- 
tralasia Pty. Ltd.; pp. 464 + xvi; 
price, £2/5/-. 


This work, as the publishers state, 
is a concise manual for those who are 
interested in any way in principles and 
practice of company law in Victoria. 
It does not purport to cover the deeper 
field of certain more extensive and ex- 
pensive works. The statute and case 
law is dealt with in sufficient detail for 
a company law student and for quick 
reference for day-to-day problems aris- 
ing in the functioning of companies. 
The work generally fulfils admirably 
the purpose for which it was prepared. 
It is well arranged and is supplied with 
tables of offences and penalties, and of 
cases quoted, a list of references to sec- 
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good index. In view, however, of Com- recti 
monwealth legislation having caused | 
certain State Acts, including Part Ill 
of Victorian Companies Act 1938, to 
cease after 20 June, 1946, to apply t 
life insurance business, it is difficult t Fina: 
understand why the authors have given 
twenty pages of text to law which now t 
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ing under policies of life insurance. long k 
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roll tax are not preferential in a studie 
pany liquidation”, while correct in New been } 
South Wales, is not so in relation to4 busine 
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this is that the New South Wales Com- 
panies Act 1936 binds the Crown in 
every right, while the Victorian Com- 
ies Act 1938 expressly reserves, as 
ie ncthorn state (on p. 324), the Crown 
prerogatives except in relation to cer- 
tain classes of debts due to statutory 
bodies representing the Crown. In the 
absence of countervailing Common- 
monwealth legislation such as ss. 221 
and 221P of the Income Tax Assessment 
Act, the Commonwealth has no priority 
in New South Wales for sales tax or 
payroll tax, but does have it in Victoria. 
The surplus account in relation to life 
companies is not likely to be of concern 
to the general reader, while staffs of 
life assurance companies and lawyers 
who wish to refer to a textbook on life 
assurance companies are likely to turn 
to The Law of Life Assurance in Aus- 
tralia by P. C. Wickens published by 
The Law Book Co. of Australasia Pty. 
Ltd. The references made herein re- 
garding priority for sales and payroll 
tax, are also to matters which will not 
be of great interest to the general 
reader, and therefore will not detract 
from the usefulness of the work in the 
sphere it is designed to serve. It would, 
however, be desirable to have inserts 
supplied with copies of the work mak- 
ing appropriate brief references to mat- 
ters herein mentioned where some cor- 
rection appears necessary. 


J. WALLACE Ross 


Financial Aspects of Industrial Man- 
agement. G. D. Bond; Butterworth 
& Co. (Publishers) Ltd., London, 
1955. pp. ix + 530. Our copy from 
Butterworth & Co. (Australia) Ltd. 
Price, 57/6. 

_ This is an encyclopaedic volume. It 

is probably the kind of book which has 

long been needed in Britain. There have 
many English books on’ other 
aspects of management, but apart from 
texts on accounting and costing and 
studies of the money markets, there has 
been little on the financial features of 
ness enterprises. 
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The author is a Fellow of the Char- 
tered Institute of Secretaries and of the 
Institute of Directors. For a number 
of years he has held senior executive 
positions in two large British com- 
panies. 


His book consists of thirty-two chap- 
ters; it is divided into four parts— 
Principles of Industrial Organisation, 
Management and Statutory Accounting, 
Basic Financial Policies, Financia] 
Structure. The text is supported with 
twenty diagrams, nineteen tables and a 
number of numerical examples, many 
of which are quite ingenious and 
economical expository devices. 


Part I, Principles of Industrial 
Organisation, appears to serve two pur- 
poses: to give an outline of the organ- 
isational structure of business enter- 
prises prior to discussing their financial 
problems;. and to deal with some non- 
financial problems which have impor- 
tant financial aspects, such as work 
study, work measurement, incentives 
and merit rating. 


The treatment is very similar to the 
general run of English writing on busi- 
ness organisation. In parts it is liber- 
ally sprinkled with imperatives, the jus- 
tification for some of which is highly 
questionable. Is it reasonable to assert, 
for example, that “a policy should not 
be adopted which commits a company 
to .. . gambling in raw material mar- 
kets .. .”? Are there not some enter- 
prises whose successes depend to a large 
extent on speculative buying, even 
though they are converters? There may 
be reasons why “it is essential that the 
chairman [of the board] should not 
exercise executive authority,” and 
reasons why “the chairman should 
retain an impartial position free from 
executive responsibilities,” and reasons 
why “joint managing directorships are 
usually undesirable.” But the reasons 
can only apply to particular sets of cir- 
cumstances. So many of the best Eng- 
lish companies seem to violate them all, 
that the wisdom of these generalisa- 
tions can scarcely be accepted. 
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That it is not easy to avoid mixing 
processes with end results is apparent 
from much of the writing on manage- 
ment. The author contributes his quota 
of examples. “True co-ordination in- 
tegrates and balances human effort.” 
(p. 22). “Policy based on successful 
market research enables a greater effec- 
tive demand to be achieved.” (p. 40). 
Surely co-ordination is the result of 
balancing efforts, and a policy based on 
market research can only be successful 
if it results in greater demand. But 
Homer sometimes nods. 

Part I is, nevertheless, a useful intro- 
duction to many of the issues which 
arise in business management, as long 
as it is remembered that the author’s 
provisos are every bit as important 
as his generalisations. 


Part II, Management and Statutory 
Accounting, is a short treatment of 
material about which many volumes 
have been written. A chapter on finan- 
cial accounting outlines the process of 
deriving the financial statements, point- 
ing out the conventional nature of the 
results and some of the anomalies 
which arise in inflationary periods. His- 
torical costing (absorption and mar- 
ginal), standard costing and budgeting 
are described in succeeding chapters. 
There is in this section an interesting 
discussion of fixed and variable costs 
and break even analysis. The deficiencies 
of absorption costing are recognised, 
but the author does not seem to feel 
free to abandon its methods. “It may 
be felt that some allocation of common 
overheads is necessary; for example, in 
price fixing or in considering the alter- 
native use of resources.” (p. 160). Just 
how average total cost helps in either of 
these circumstances is not shown. That 
it does help is widely accepted, but no 
satisfactory attempt has vet been made 
to demonstrate the validity of the pro- 
position. 

The chapter of ten pages on financial 
analvsis is rather too brief to do justice 
to the process of converting mere 
figures into instruments of measure- 
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ment. There is here no measure of stock 
turnover, of receivables turnover, 
proprietary interest; no discussion g 
changes over time, apart from a short 
treatment of the funds statement. But, 
te compensate, there is an interesting 
section on productivity measurement, 
and fulsome chapters on statutory ac. 
counts under the English Companies 
Act and on the principles of “indus. 
trial” taxation in England. 


The third part deals with specific 
financial and quasi-financial policies— 
with depreciation, plant replacement, 
stock valuation, reserves, dividends, 
pricing, insurance and pensions. In the 
chapters on depreciation and _ stock 
valuation, the problems of shifts in re 
placement costs are further considered, 
These problems are related (though the 
author does not establish the connexion) 
to an observation appearing in the chap- 
ter on pricing policy and structure. “In 
cost-pricing it is important to note that 
economic costs are more relevant than 
accounting costs and future costs are 
more germane than historical costs,” 
(p. 317). Whether this observation 
arises from the author’s experience is 
not apparent, but it is the view on which 
much of the dissent from historical 
cost, as a basis of accounting and cost 
accounting, is founded. It is the 
economist’s view, and the view of 3 
number of the leaders of British indus- 
try. The question arises: are cost ac- 
countants compiling average total costs 
which are unrelated to the figures busi- 
nessmen need to fix prices? Has costing 
after the conventional manner become 
a ritual without a rationale, or has the 
conventional method an_ alternative 
rationale? 

. - * 


Part IV deals with financial structure 
and financing operations. It provides 
an ample description of the kinds of 
securities which may be issued to raise 
permanent and short term funds, 4! 
of the methods by which such securities 
are issued. A chapter on capital recon- 
struction deals with the usual cases of 
alteration of shareholders’ rights. The 
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making of bonus issues out of reserves 
is justified on the ground that it results 
in a more realistic relationship between 
assets and stated capital. A more funda- 
mental relationship, however, is that 
between stated capital and earnings, for 
this relationship provides the justifica- 
tion both for bonus issues and for capi- 
tal reductions. Failure to give due 
weight to it has been responsible for an 
over-simplified treatment of under- and 
over-capitalisation by many writers; 
the author is no exception. Over- 
capitalisation is treated as “a surplus 
of funds,” under-capitalisation as an 
inadequacy of liquid or near liquid re- 
sources. This usage overlooks the fact 
that these two terms are derived from 
capitalisation—the derivation of a capi- 
tal sum on which a given expected 
income will show a reasonable yield for 
the risk involved. It can be demon- 
strated that over-capitalisation in the 
latter sense is quite consistent with a 
shortage of working capital, i.e., with 
under-capitalisation in the author’s 
sense. 


The take-over bid has been considered 
sufficiently important to deserve a 
whole chapter in this part. This device 
is not new, but it has acquired some 
notoriety in Britain in recent years and 
there has been a rash of such bids here. 
Mr. Bond properly attributes its promi- 
nence to inflation, taxation and the 
divergence between accounting state- 
ments and the realities they are sup- 
posed to reflect. He believes that take- 
over bids will continue to be made 

directors provide more factual 

and revealing information to share- 

holders about the value of their hold- 

ings and educate them to appreciate the 

-term value of a growth investment 
secured by retained profits” (p. 445). 


When one sits down to a feast, one 
not worry about the fine points of 
tics. Some courses may lack a few 
calories ; but the lack is compensated by 

robustness of other dishes. It is so 
With this book. To decide what points 
to emphasise, what merely to mention, 
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what to omit altogether, in order to 
encompass a field in one volume, is a 
difficult task. But the author has not 
avoided any topic because of its com- 
plexity, or the difficulty of expounding’ 
it. The book would augment, in a neces- 
sary way, the elementary financial 
knowledge of students of accounting; 
but its complete lack of bibliography, or 
reference to other work on the whole 
field or part of it, will be disappointing 
to those who wish to follow up the prob- 
lems or techniques to which they have 
been introduced. Nevertheless, the 
volume is a welcome addition to the 
rather meagre stock of books on its sub- 
—< published outside the United 
tes. 


R. J. CHAMBERS 





Executorship Accounts (Australia) by 
E. Bryan Smyth, F.A.S.A., A.C.1LS., 
A.S.T.C. (The Law Book Co. of Aus- 
tralasia Pty. Ltd.). Third Edition, 
1955. Pages 248. Price, 30/-. 


This publication, although designed 
primarily for accountancy students, 
should also find favour amongst practis- 
ing accountants who are charged with 
the administration of deceased estates. 
While in some respects the text material 
goes beyond the requirements of the 
student, and in others it may be inade- 
quate for the practitioner, nevertheless 
it can fairly be claimed to be a useful 
book for both purposes. 

The text sets out concisely and clearly 
the basic principles of executorship ac- 
counting, aided by numerous practical 
examples. Each of the six chapters has 
a set of examination questions to which 
key answers are provided in an appen- 
dix. Separate chapters are devoted to 
the problems of apportionment between 
Corpus and Income as required by 
statute, and those associated with 
Equitable Apportionments. Other chap- 
ters deal with the Duties and Responsi- 
bilities of the Executor, Distribution of 
the Estate, Intestacy, and miscellaneous 
matters including the treatment of 
station properties and their special 
problems. Where necessary, the require- 
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ments of the law in each of the states 
are given, so that the text has general 
application in Australia. 

The Second Edition of this book ap- 
peared in 1948. Some of-the Acts 
affecting estates have since been 
amended (notably in Victoria and West- 
ern Australia with regard to Intestate 
Estates, and the (Commonwealth) 
Estate Duty Assessment Act) and the 
text has been brought up to date where 
necessary. The section dealing with 
bonus shares has been completely re- 
vised and covers this problem in greater 
detail and more adequately than in the 
previous edition. Another addition 
worthy of mention is the inclusion of 
the full text of the recommendations of 
the Institute of Chartered Accountants 
in England and Wales, issued in 1949, 
relating to the form and contents of 
accounts of deceased persons and simi- 
lar trusts. 

This book can be confidently recom- 
mended to all who are in any way con- 
cerned with Executorship Accom 


Fundamentals of Auditing by R. K. 
Mautz; John Wiley & Sons, Inc., New 
York; 406 pages. Price, $6.00. 

The author, who has had experience 
in the practical field and is now Pro- 
fessor of Accountancy at the University 
of Illinois, has produced a publication 
which is a most comprehensive text for 
all students and teachers of auditing. 
He points out that it is an attempt to 
“serve students who as a rule have little 
or no experience and a minimum of 
knowledge as to practices actually in 
existence.” In place of a detailed treat- 
ment of procedures, this text deals with 
“the very fundamentals of auditing: 
the need for verification, the nature of 
audit evidence, the basic techniques for 
obtaining it and the general application 
of those basic techniques in the more 
common situations.” 

The early chapters explain the nature 
and purpose of auditing, steps taken in 
the collection of evidence, and an 
examination of nine basic audit tech- 
niques. After a discussion of audit 
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working papers and programmes, atten. 
tion is given to the essential features of 
internal control. Two chapters deal 
with the verification of cash and cash 
transactions, followed by another 
which examines the verification of re 
ceivables and sales transactions. 

Inventories and, investments are 
given detailed treatment in separate 
chapters, while in a further section the 
author discusses other assets and re 
lated transactions. 

An examination of liabilities is dealt 
with at some length, followed by com. 
ments on transactions affecting the net 
worth accounts and the verification of 
income and expense. The chapter e- 
titled internal control and the audit pro- 
gramme is most informative and con- 
tains numerous control measures ap 
plicable to the various accounting 
records. 

Internal auditing is examined and 
contrasted with external or independent 
auditing. The final chapter deals with 
report writing, and contains several 
illustrative reports. 

Following each chapter is a number 
of problems. The underlying theory 
throughout the book is that for the 
student “principles are more important 
than details, that an appropriate state 
of mind or attitude is as much a require 
ment for success in auditing as know- 
ledge of procedures, and that a recogni- 
tion of the usefulness and limitations 
of the basic verification techniques is 
essential to their intelligent use.” 

Recent developments in auditing 
theory and practice in U.S.A. and the 
relevant bulletins issued by the Ameri- 
can Institute of Accountants have been 
referred to. This publication is note 
worthy for the unusual manner mM 
which the subject matter is anal} 
and the simple language used in presel- 
tation. It cannot fail to materially 
assist both the student and teacher 


alike. 
J.R.B. 


An Introduction to Cost Accountancy, 
R. Warwick Dobson ; Gee & Co. (Pub 
lishers) Ltd., London, 1954; Volume 
8, pp. 352; price, 37/6 sterling. Avail 
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able in Australia from The Law Book 
Co. of Australasia Pty. Ltd. 


Volumes 1 and 2 of this work were 
reviewed earlier and it was anticipated 
that Volume 3 would be as interesting 
and useful as Volumes 1 and 2—and so 
it has turned out to be. The present 
yolume completes the author’s work in 
aiming to provide a book “dealing as a 
whcele with cost accountancy in its 
present stage of developments.” 


It will be remembered that Volumes 
1 and 2 were concerned with costing 
and cost control, and with the elements 
of cost accounting, leaving the third 
one to deal with cost recording and pre- 
sentation. 

As was expected, the final volume 
extends the topics dealt with earlier, 
and through copious illustrations shows 
the reader many methods by which the 
processes of cost accounting are carried 
out under practical conditions. Many of 
these illustrations are of forms and 
methods in actual use, which adds con- 
siderably to their value for anyone who 
has a similar problem to solve in his 
own sphere. 


The chapters include accounting for 
sales (a topic which this reviewer pre- 
viously mentioned as being an import- 
ant one in a work of cost accounting), 
for materials, wages, expense, cost 
centres, unit costs, standard costs, 
marginal costs, and a concluding one 
on uniform cost accounting. Each 
chapter contains references to relevant 
parts of earlier chapters in Volumes 1 


and 2—a feature found useful in read- 
ing the present volume, which will help 
anyone in search of information on a 
particular topic. 

The illustrations have an important 
feature in that they range from hand 
operated methods to most of the 
machine methods, thus covering the 
small firm as well as the larger one. 

Throughout this work, one underly- 
ing theme has been the emphasis on 
cost control rather than mere cost 
recording, and here and there the work 
goes beyond what some may consider 
to be the strict role of the cost account- 
ant. This is all to the good, and will 
meet with general approval from those 
who believe that accountants must 
always strive to be active assistants 
towards better management, if not in- 
deed part of it. 

It is also worth noting that the reader 
is shown that cost accounting is not 
limited to money expressions, but steps 
outside and into recording and report- 
ing in physica] terms. This is a feature 
with which students particularly should 
become acquainted early in their 
studies. 

It is considered that the author has 
achieved his purpose (in his three 
volumes) of producing a comprehensive 
work on this subject. It will be found 
useful to the student in the course of 
becoming acquainted with cost account- 
ancy, and to the practitioner who will 
find it helpful in solving some of his 
problems and perhaps in having some 
tasks carried out in better ways. 


L. H. DILLON 
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News and Notes 


Australian Society of Accountants 


VICTORIAN DIVISION 
Family Circle Discussion 

In November, the group heard a speaker 
on a topic not directly related to accounting, 
and of a most controversial nature. Mr. L. E. 
Wingrove, General Sales Manager of Glaze- 
brooks Pty. Ltd., spoke on the subject of Con- 
trol of Credit by the Sales Division. Mr. Win- 

ve described the successful experience of 
is company in passing over the control of 
credit to the sales division, and his address 
was followed by lively discussion. The speaker 
explained that his company still had a credit 
manager, who was now a member of the sales 
division, and took part in all the top level con- 
ferences of that group, thus ensuring closer 
co-operation between the accounting and sales 
functions. 

Mr. Wingrove received from the State Presi- 
dent, Mr. V. L. Gole, the thanks of the Divi- 
sion for his interesting and provocative con- 
tribution to the activities of the Group. 


November Luncheon 

The luncheon meeting in November was 
addressed by Mr. A. D. Butcher, Director of 
the Fisheries and Games Department, who 
spoke on Conservation of Fish and Wild Life 
Resources. The Hon. A. Rylah, Deputy Premier 
and Chief Secretary of Victoria, and Mr, R. F. 
Butt, Honorary Treasurer of the Society, were 
guests at the luncheon. 


Lecture Series on Taxation 

A lecture series on taxation now seems an 
essential part of the Division’s activities, and 
the enrolment for this year’s series totalled 
285. Members heard three speakers: Mr. K. C. 
Keown, Head of the Schoo] of Accountancy, 
Royal Melbourne Technical College, who spoke 
on When Businesses Change Hands; Mr. A. H. 
Etherington, a member of the firm of J. S. 
Eastwood and Etherington, Chartered Accoun- 
tants (Aust.), whose topic was Capital or 
Revenue? and Mr. Eric Risstrom, Assistant 
Secretary, Taxpayers’ Association of Vic- 
toria, who dealt with Company Taxation. 

Each lecturer, at the conclusion of his 
address, was asked numerous questions, all 
of which were answered authoritatively. 


Week-End Convention 

At the time of going to press, it was 
apparent that the Victorian Division’s first 
week-end convention would be a success. Sixty 
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members had indicated that they would attend 
the Convention, to be held at the Clifton 
Springs Hotel from 25 to 27 November, on 
the subject of The Accountant as an Execp. 
tive. A full report will appear in the January 
issue. 


Ballarat Branch 

A meeting of members and students of the 
Branch was held on the evening of Wednesday, 
2 November, when a lecture and film showing 
was given by Mr. J. E. Hope, Management 
Consultant, on the subject of The Accountant 
as a Supervisor. The lecture was sup 
by interesting sound and strip films of case 
histories illustrating the problems of a super- 
visor, which were of considerable value in 
ag dod the informative lecture given by 


Hope. 
The meeting was under the chairmanship 
of Mr. J. E. Hewitt, A.A.S.A., and a vote of 
thanks to the lecturer was moved by Mr. M. 


Absom. 


Additions to Central Library, Melbourne 
Accountancy: General 
Accounting systems, 8th ed., 1953: W. R 
Thompson. 
Managerial accounting, 1954: W. J. Vatter. 
Objective accounting, 1953: C. V. Braun. 
Realistic depreciation policy, 1954: G. Ter- 
borgh. 
Professional 
Accountants’ legal responsibility, 1954: 8. 


Levy. 
Professional negligence, 1955: J. P. Eddy. 
Machine accounting—Electronic machines 
Data processing by electronics, 1955: Has- 
kins & Sells. 
Faster than thought, 1953: B. V. Bowden, 
ed. 
Costing 
The elements of foundry costing, 1953-4: 
H. P. Court and W. P. Harrison. 
Practical distribution cost analysis, 1966: 


D. R. Longman and M. Schiff. 


Internal auditing a 
The modern approach to internal auditing, 
1955: Association of Certified and Cor 
porate Accountants. 
Business Organisation and Management 
Business budgeting and control, 2nd ed. 
1955: J. B. Heckert and J. D. Willson 
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The dynamics of industrial management, 
1954: R. Villers. 
Handbook of business forms, 1953: Prentice- 


Hall. 

Profitable business writing, 1955: A. S. Don- 
nelly. 

A review of productivity in the cakes and 
biscuits industry, 1955: British Produc- 
tivity Council. 

Statistics 

Handbook of graphic presentation, 1954: 

Cc. F. Schmid. 


Economics 
Economics, 5th ed. 1955: F. Benham. 


NEW SOUTH WALES DIVISION 


Management Accounting 

A series of four lectures was held during 
October and November in the Teachers’ 
Federation Hall, Phillip Street, Sydney. The 
subjects and speakers were: Management 
Accounting—Its Objects and Functions, by 
Mr. C. R. Hicking, F.A.S.A., F.C.1L.S.; The 
Presentation of Accounti Information to 
Management, by Mr. F. Middleton, 


AAS.A., A.C.A.A.; Break Even Analysis as 
an Aid to Management, by Mr. G. A. Green, 
AC.A.A.; and The Controller in Financial 
eo by Mr E. A. Burley, F.A.S.A., 
F.C.LS. 


Just over 200 members enrolled for the 
series, which proved to be of great value to 
those who attended. A copy of each lecture 
was made available to members who enrolled 
shortly after it was delivered. The Council 
greatly appreciates the time and effort which 
was given by each of the lecturers. Their con- 
tribution to accountancy training is worthy of 
even greater support from members of the 
Division. 

A limited number of copies of the lectures 
are available. They may be purchased at 3/6 
each or 12/6 per set of four. 


Broken Hill Branch 

Mr. R. K. Yorston, B.Com., F.A.S.A., gave 
avery interesting lecture to members of the 
Branch on Friday, 28 October, at the Free- 
masons Hotel. The title of his address was 
Control in the Corporation. He said he had 
received replies to more than 300 question- 
naires forwarded to public companies listed 
on Australian Stock Exchanges. The replies 
disclosed that the average number of directors 
m a board was five to seven. Mr. Yorston 
said his finding was’ that twice as many 
directors were drawn from outside the com- 
pany as from the company’s own executive 


Of the executive officers promoted to 
rships in companies, the general mana- 

ger, sales, branch, and distribution managers 
were the largest group, while the firm’s own 
thief accountant was promoted to the board 
m only a small proportion of cases. On the 
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other hand, practisi public accountants 
formed the largest single outside p from 
which di were chosen, solicitors rank- 
ng. next. 

r. Yorston explained that the findings com- 
pleted the third stage in his examination of 
the overall picture of control in Australi 
companies. 

The attendance of members was a tribute 
to the speaker, there being forty-four present, 
which is eighty-three per cent. of the Branch 
membership. 

The Branch Chairman, Mr. W. L. Burke, 
F.A.S.A., presided, and a vote of thanks was 
moved by Mr. C. Crowley, F.A.S.A., and 
seconded by Mr. R. H. Nankivell, F.A.S.A. 


Tamworth Convention 


The next week-end Accounting Convention 
will be held at Tamworth on 13, 14 and 15 
April, 1956. Members who intend to be 
present should make early application for ac- 
commodation. The subjects to be discussed 
will be settled shortly. They will include 
some aspects of taxation and the presentation 
and analysis of accounting information. 


Election of Branch Councillors and Auditors 


Under Rules 7 and 13 of the Rules for the 
ees of Branches, the following Branch 

uncillors and Auditors retire at the next 
annual general meeting and are eligible for 
re-election :— 

Broken Hill Branch: Councillors: Messrs. C. G. 
Davison and R. H. Nankivell; Auditor: Mr. 
J. C. Biggs. 

Canberra Branch: Councillors: Messrs. T. 
Owen, R. Gray and W. Lancaster; Auditor: 
Mr. W. J. Parker. 

Newcastle Branch: Councillors: Messrs. B. T. 
Colditz, J. C. Mead, D. G. McDougall, H. H. 
Walls; Auditor: Mr. A. D. Brigden. 

Wollongong Branch: Councillors: Messrs. M. 
P. Hennessy, S. W. Claussen and W. R. 
McGeechan; Auditor: Mr. A. P. Fleming. 
(Mr. W. R. McGeechan does not offer him- 
self for re-election.) 

Rule 24 = that no person may be 
elected to the office of Branch Councillor or 
Auditor unless he has been duly nominated for 
such office. Every nomination must be in 
writing, signed by two members and the can- 
didate, and must be lodged with the Secretary 
of the Branch at least twenty-eight clear days 
before the general meeting. 


QUEENSLAND DIVISION 


Educational Group 


The last meeting was held in the Lord 
Mayor’s Reception Room at the City Hall, 
Brisbane, on Wednesday, 9 November. The 
topic was Accounting Through Pictures— 
Graphs and ay and took the form 
of a lantern lecture by Mr. D. S. Scott. He 
illustrated his remarks with a series of slides. 
At the end of his address, a question period 
and subsequent discussion added much to the 
success of the evening. 
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NEWS AND NOTES— Continued 


During the months of December and Janu- 
ary, no activities will be arranged, but the 
pr ogramme for 1956 covering the period 

ebruary to November has been completed, 
and details will be circulated in due course. 

A week-end accounting conference will be 
held in Toowoomba, in conjunction with the 
Toowoomba Branch of the Society, on 28 and 
29 April, 1956. Details of this activity will 
be sent to members in due course. 


Townsville Branch 

On Thursday, 27 October, members met 
to see a film, Effective Writing for Accoun- 
tants, and to hear a tape-recorded commentary 
by Mr. A. S. Donnelly, recorded at a similar 
meeting held in Brisbane the previous month. 
Members expressed interest ir. the possibility 
that other educational activities held in the 
larger cities might also be recorded and circu- 
lated among the Branches. 


Rockhampton Branch 


On Friday, 4 November, members greatly 
enjoyed listening to the recorded address by 
Mr. A. S. Donnelly and viewing the film, 
Effective. Writing for Accountants. This 
Branch alsv expressed interest in this pro- 
cedure, and requested Council to give some 
consideration to recording other lectures held 
by the Society in the larger cities for the 
benefit of country members. 

Accountants and Secretaries’ Educational 
Society 

The October activity of this Society was 
held in Brisbane on Wednesday, 5 October, 
when Mr. R. B. Loxton, F.A.S.A., addressed 
members on Statistical Analysis as Applicable 
to a Trading Business. Mr. Loxton had pre- 
pared a number of schedules which were ex- 
hibited at the meeting to illustrate the impor- 
tant points of his address. Mr. Picking ex- 
pressed to Mr. Loxton the appreciation of 
members for the trouble he had taken to pre- 
pare and deliver this informative address. 


Personal 

Mr. W. J. Secomb, A.A.S.A., previously 
Queensland Manager of Blennerhassett’s In- 
stitute of Accountancy Pty. Ltd., has accepted 


an appointment as 
Open Cut Colliery feat He took 
appointment on 10 November, 1955. 


ook up 


SOUTH AUSTRALIAN DIVISION 


Mount Gambier Branch 

The second Branch of the South Australim 
Division was formed at Mount Gambier q 
Friday, 18 November, 1955. Mr. L. A. Brad 
dock presided at the inaugural meeting 
was attended by the Federal President, 
G. E. Fitzgerald (who travelled from 
bourne for the occasion), twenty-five men. 
bers of the Branch, and members of the Diy. 
sional Council. 

Members appointed to the first Brand 
Council are Messrs. P. K. Osborne, M ¢ 
Duffield, A. P. Berkefeld, W. L. Hobba av 
R. J. C. Wetherall, with Mr. P. C. Black» 
Secretary. 

Following the inaugural meeting, Mr. Lews 
Barrett, F.A.S.A., of Adelaide, delivered a 
address to members on The Advantages an 
Disadvantages of a Private Company for th 
Primary Producer. 

Prior to the inaugural meeting, the South 
Australian Divisional Council gave a dine 
to members of the Branch Council. Guestsa 
the dinner included Senator K. A. = 
Mr. John Fletcher, M.P.; Alderman 
representing the Mayor ‘of Mount Gambier, 
Mr. Roberts, President of the Mount 
Gambier Branch of the Law Society; al 
Mr. S. H. Elliott, President of the 
Gambier Branch of the Chamber of © 
merce. 


WESTERN AUSTRALIAN DIVISION 


University Lecture 

Mr. R. Keith Yorston, B.Com., F.As 
delivered the Biennial Lecture endowed by! 
Society in the University of Western A 
tralia on 2 November, The subject was 
Form and Function of Boards of Directo 
This lecture was the third that Mr. Ye 
has delivered in Australian Universities, 1 
endowments provided by the Society, on 
general theme of control over corp 
affairs. The lecture is to be published i 
later issue of this journal. 


Australian Accountants Students’ Society 


VICTORIAN DIVISION 


Model Answers 

In response to a number of requests the 
Council of the Students’ Society decided to 
resume the discussions on the stage 1 account- 
ing and auditing papers of the Australian 
Society of Accountants. As a result of this 
decision, Mr. A. E. Speck, B.Com., F.A.S.A., 
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F.C.LS., of A. E. Speck and Associates, 
the discussion arranged for Thursday, 
November, on the three papers of the 1m 
examinations in stage 1. 

Approximately sixty members of 
Society were present at this meeting® 
were most grateful to Mr. Speck for the 
able and helpful way in which he le@ 
discussion. 
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sEWS AND NOTES— Continued 


Visit to Australian Glass Manufacturers 
On Monday, 14 November, through the co- 
tion of Australian Glass Manufacturers 
Pty. Ltd., and its Commercial Manager, 
Mr. L. H. Dillon, a party of students visited 
tswood to inspect the company’s plant. 
members of the party were most appre- 
dative of the courtesy shown to them by the 
gficers of the company in so readily answer- 
ing all questions put to them and for making 
the most interesting visit possible. 
NEW SOUTH WALES DIVISION 
Broken Hill Branch 
Mr. R. Keith Yorston, B.Com., F.A.S.A., 
addressed sixty members of the Society on 
Thursday, 27 November, at the Broken Hill 
Technical College. This meeting formed part 
a@ the Apprenticeship Week Programme at 
the College. Mr. Cyril G. Davison, A.A.S.A., 
Chairman of the Students’ Society, presided. 


Australasian Institute 


GENERAL COUNCIL 


General Counci] has been called together 
for the special purpose of dealing with the 
posals for affiliation with the Australian 
Society of Accountants. The meeting was held 
in Melbourne on November 25 and 26, and a 
report on the proceedings will appear in the 
next issue. 
Councillors attended from all States, those 
t including Mr. C. B. Villiers (Presi- 
ent), Messrs. J. N. Keynes, Vice-President 
_ Australia), H. L. Sainsbury, R. F. 
arman and W. H. Newton (N.S.W.), R. B. 
Loxton (Queensland), W. H. Duirs (Western 
Australia), J. E. Morton, A. F. J. Sutherland, 
B. W. B. Ruffels and A. H. Blamey (Victoria). 


September Examinations 

The results just issued indicate that passes 
ii the recent September series were up to 
average. The Offner Hadley Award for the 
highest marks in Australia was awarded to 
Mr. H. W. Green of New South Wales, to 
whom the congratulations of General Council 
ate extended. Mr. Green also obtained the 
George Wright Memorial Prize for the 1st 
lace in Australia, as well as, of course, the 
onour Award for his own State. 


New Syllabus 


With the completion of the September 
‘"aminations, the next series in March, 1956, 
be conducted on the re-arranged syllabus, 
mrticulars of which are set out in a brochure 
inable from all State Registrars. All 
tutors and colleges have been informed of the 
e and the examinations will now include 

five subjects. but separate passes will be al- 
and candidates can sit for one or more 
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Mr. Yorston spoke to students about examina- 
tion problems and methods of study. He also 
demonstrated answers to a number of ques- 
tions set in the recent new syllabus account- 
ing examinations. 


SOUTH AUSTRALIAN DIVISION 
November Activities 


On 1 November a Mock Meeting of Direc- 
tors was held at the Chamber of Manufactures 
Board Room to illustrate to students in a 
practical manner what happens at a directors’ 
meeting. Our thanks are extended to Mr. 
J. M. Jones, F.A.S.A., for organising this even- 
ing and for the assistance he gave in inter- 
preting certain sections of the Companies Act 
in relation to meetings of directors. 

On 30 November, members were shown over 
the South Australian Railways train control 
room and yard cabin. This was a most inter- 
esting evening for which we wish to thank 
Mr. T. S. Rogers of the South Australian 
Railways. 


of Cost Accountants 


papers of their own choosing at any examina- 
tion. The fees have been slightly increased to 
£1/5/- per subject and intending candidates 
should note the earlier closing date of Feb- 
ruary 1. General Council considers that this 
new arrangement for separate papers and 
partial passes will lead to a higher standard, 
whilst at the same time suiting the con- 
venience of a greater number of students. 


VICTORIAN DIVISION 


Christmas Luncheon 

As this notice goes to press, arrangements 
have just been completed for the conducting 
of the Annual Christmas Luncheon, which will 
be held at the Victoria Ltd., on Monday, De- 
cember 12. The Victorian Divisional Council 
is gratified at securing as guest of honour 
Mr. Harry Hopman, the popular and efficient 
manager of the victorious Australian Davis 
Cup team. Attendance of members is certain 
to be large and, apart from hearing Mr. 
Hopman, most members will take advantage 
of the opportunity of meeting their friends 
and fellow members at this popular function. 


Co-opted Members 

The Council has for some years invited a 
number of members to attend Council meet- 
ings and assist directly with the activities 
and administration of the Division. For some 
years,'Mr. W. A. Faul, A.C.A.A., has acted in 
this capacity and your Council was sorry to 
receive last month his resignation for health 
reasons. A minute of appreciation was re- 
corded, expressing appreciation of Mr. Faul’s 
services as a Co-opted Member of the Council. 
Mr. Faul has taken a particular interest in 
activities and in the Cost Bulletin. 
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Professional 
Notices 


ine per line, 5/-. Minimum per insertion, 


ASSOCIATE recently commenced private 
practice in southern suburb, has time and staff 
available to assist other practitioners. Reply 
No. 415, c/o Australian Society of Accoun- 
tants, 37 Queen Street, Melbourne, 


ASSISTANT ACCOUNTANT-ASSISTANT 
CREDIT MANAGER—Applications are in- 
vited from qualified or near qualified senior 
males, for the position of combined Assistant 
Accountant and Assistant Credit Manager. 
The position will enable further advancement 
to be made if suitable qualifications are —— 
sessed. The Company is a lar, arge Public 
Wnt in Newcastle, dealing in Retail, Builders, 

holesale and Industrial Hardware. 

a minimum of £1,200 per annum and various 
incentives, superannuation benefits. Reply in 
first instance with complete details to Box 
175, Post Office, Newcastle. 


ASSISTANT TO PRACTITIONER. Young 
Brisbane Accountant with small city practice 
has time available to assist other accountants. 
B 9083, LX 2488. 


ACCOUNTANT just commenced practice 
wishes to purchase City Practice or small 
number of Clients. Reply No. 128, c/o Aus- 
tralian Society of Accountants, Wharf Street, 
Brisbane. Queensland. 


OFFICE ACCOMMODATION—Well estab- 
lished Trade Association with valuable con- 
nections uires a private office for use as 
its Sydney Branch. Conditions of tenancy by 
arrangement. Telephone BW 2222. 


ASSOCIATE, A.A.S.A., AA.LS., Tax 
Agent, 34, present Company Secretary "to well 
known Melbourne Company, desires executive 


or similar oppo in Q g 
ferably Brisbane. es to 6. 41 ¢ 
tralian Society of Accountants, 
Street, Melbourne. 


MELBOURNE ASSOCIATE, expe 
taxation, with limited practice, has time; 
Prise. assist other accountants, Te 


EXPERIENCED Melbourne Member 
terested aye yon or = Reply P 
ship. Has nucleus of ba nah 
tion,” c/o Australian y of 
37 Queen Street, Melbourne. 


ASSOCIATE recently commenced 
as a public accountant and tax 
interested in P rompers poe) a small tax 5 
or portion of practice in Adelaide cit ty" 
suburban area. Write Box 919, @ 
Adelaide. 


ACCOUNTANCY PRACTICE or par 
small number of clients wanted Sydn 
nearby. LU 2526, FA 2302, FA 2759, JA 


LARGE OVERSEAS COMPANY — 
world-wide reputation seeks the services 
Public Accountant in each Capital city, 
- dney, to provide office facilities in 

an active Sales Staff. Facilities 
pe a Sales meeting room, typin 
taking of telephone orders, preparat on 6 
voices, mail box facilities ani general ser 
Replies to No. 204, c/o Australian Sod 
Accountants, 5 Bligh Street, Sydney. 


SALES AND BUSINESS MAW 
MENT.—Man between 25 and 35 
age; must possess Associateship of 
Accountants or equivalent. Universi 
(or Diploma) of Commerce an ad 
Interested in financial statement ar 
management; and Automotive Dealer 
chandising. 

Attractive salary is offered. 

Successful applicant must be pre 
reside at Geelong with the future pc 
of being posted to a major capital city, 

Apply to Employment Officer, Ford 
Company of Australia Pty. Ltd, | 
Geelong, Vctoria. 








Agents throughout Commonwealth and New 
Zealand. Also in London and New York. 


Cable & Telegraphic Address: 
“JEFFSTOCK,” MELB. 


Telephone: MU 9171 (3 lines) 


Eric R. Jeffery 


Member of the Stock Exchange of Melbourne 
Stock Exchange Buildings (Basement) 
422-426 Little Collins Street, Melb., C.1. 








ACCOUNTANCY CLASSES 3 


Thorough instruction by highly 
lecturers. 


Full range of subjects for Society's 
inations. 


Stott's Business College 
96 Russel! Street, 
Melbourne, C.1. MF 
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